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FOREWORD 


Since  1950  the  Office  of  Research  and  Statistics  of  the  Social 
Security  Administration  has  annually  published  in  the  Social 
Security  Bulletin  articles  giving  data  on  the  premium  income  and 
the  benefit  expenditures  of  voluntary  health  insurance  organiza- 
tions in  the  United  States.  These  data  have  been  presented  in 
conjunction  with  estimates  of  private  consumer  expenditures  for 
medical  care ;  the  primary  purpose  has  been  to  show  the  proportion 
of  consumer  medical  care  expenditures  met  through  health 
insurance. 

The  present  monograph  gives  a  comprehensive  account  of  the 
financial  experience  of  the  various  types  of  health  insurance 
organizations  in  1962  and  1963,  including  data  for  each  of  the 
Blue  Cross  and  Blue  Shield  plans  and  for  insurance  companies 
which  are  large  writers  of  group  and  individual  policies  covering 
hospital  and  medical  expenses.  The  report  provides  an  analysis  of 
some  of  the  factors  which  influence  underwriting  experience  and 
provides  comparisons  among  the  different  types  of  organizations. 

Ida  C.  Merriam, 

Assistant  Commissioner  for  Research  and  Statistics. 

December  1965. 
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INTRODUCTION 


The  purpose  of  this  report  is  to  give  a  panorama  of  the  finan- 
cial experience  of  vokmtary  health  or  medical  care  insurance  in 
the  Unted  States  in  1962  and  1963.  It  deals  with  each  of  the 
three  main  groups  of  health  insurance  organizations :  Blue  Cross 
and  Blue  Shield  plans,  considered  separately  and  then  together; 
insurance  companies  writing  hospital-surgical-medical  expense 
coverage,  with  separate  discussion  of  group  and  individual  busi- 
ness; and  the  so-called  independent  plans,  i.e.,  all  other  organiza- 
tions providing  health  services  or  benefits  on  a  prepayment  or 
insurance  basis. 

Data  are  provided  on  the  financial  experience  of  the  individual 
Blue  Cross  and  Blue  Shield  plans,  the  larger  insurance  company 
writers  of  group  and  individual  health  insurance,  and  the  main 
groups  of  independent  plans.  Such  background  data  as  are  neces- 
sary for  an  understanding  and  evaluation  of  operating  experience 
are  given.  The  study  then  draws  together  data  for  all  three  types 
of  organizations  and  makes  some  comparison  of  their  operating 
experience.  Data  also  are  given  by  geographical  region  on 
premium  income  and  benefit  expense  of  the  three  types  of  health 
insurance  organizations,  on  per  capita  premium  income  and 
benefit  expenditures  in  relationship  to  per  capita  income  and  on 
regional  variations  in  the  I'elative  shares  of  the  three  types  of 
organizations  in  total  volume  of  income  and  benefit  expense. 

This  study  was  originally  developed  in  1963  and  was  to  deal 
with  1962  experience.  Recently  1963  data  have  become  available. 
Differences  between  the  two  years  are  minor.  Hence  the  report 
deals  in  detail  with  1962  experience  with  supplementary  summary 
data  for  1963  being  given. 

[Note:  Since  completion  of  this  report,  1964  financial  data  for 
the  various  types  of  health  insurance  organizations  have  become 
available.  These  data  are  given  in  appendix  table  A9.] 
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I.   BLUE  CROSS  AHD  BLUE  SHIELD  PLANS 

Comprehensive  financial  data  are  reported  by  each  Blue  Cross 
and  Blue  Shield  plan  to  their  respective  national  organizations.' 

BLUE  CROSS  PLANS 

In  1962  the  76  Blue  Cross  plans  in  the  United  States  -  had  an 
earned  subscription  income  of  $2,231  million.  Income  from  other 
sources  (mainly  interest  on  reserves)  brought  total  income  to 
$2,258  million.  The  plans  had  total  claims  (benefit)  expenses  ^ 
of  $2,103  million,  equivalent  to  94.3  percent  of  subscription  in- 
come, and  operating  (i.e.,  administrative)  expenses  of  $107 
million,  equal  to  4.8  percent  of  subscription  income.  Net  under- 
writing gain  amounted  to  .9  percent  of  subscription  income. 
Taking  account  of  income  from  investments  and  other  sources, 
the  plans  had  a  total  net  income  of  $47  million,  equal  to  2.1 
percent  of  total  income.  Since  the  plans  are  nonprofit  organiza- 
tions, net  income  is  added  to  reserves.  Such  reserves  at  the  end 
of  1962  amounted  to  $455  million.  Table  1  gives  these  data  for 
the  individual  plans. 

There  is  considerable  variation  among  the  plans  in  the  percent 
of  subscription  income  paid  out  in  benefits  (payments  to  hospitals 
for  services  to  subscribers),  used  for  operating  expenses,  and 
kept  as  net  income.  This  variation  is  due  largely  to  the  fact  that 
at  any  one  time  the  individual  plans  are  in  different  stages  of  the 
cycle  of  raising  subscriber  rates  to  meet  higher  benefit  expenses 
due  to  increasing  hospital  costs.  In  1962  the  range  of  claims 
expense  ^  as  a  percent  of  earned  subscription  income  was  from  a 
low  of  82.8  percent  to  a  high  of  105.2  percent,  the  distribution  of 
plans  being  as  follows : 


Total   76 

Under  85  percent   4 

85-89.9    22 

90-94.9    25 

95-99.9    15 

100.0  and  over   10 


^  Bhie  Croi^H  and  Blue  Shield  Fact  Book,  1963 .  Published  jointly  by  Blue 
Cross  Association  and  the  National  Association  of  Blue  Shield  Plans,  October 
1963. 

-  Exclusive  of  Puerto  Rico. 

^  Benefits  paid  plus  estimated  payments  on  reported  admissions  not  yet  paid 
for  and  unreported  admissions. 

•  Including  estimated  liability  for  admissions  reported  but  not  yet  paid  and 
for  unreported  admissions. 
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The  operating  expense  ratio  (operating  expenses  as  a  percent 
of  earned  subscription  income)  ranged  from  1.8  percent  to  12.3 
percent,  with  the  great  majority  of  the  plans  having  ratios  of  2 
to  8  percent,  the  distribution  being  as  follows : 


Total   76 

Under  2.0  percent   1 

2.0-3.9   14 

4.0-5.9   36 

6.0-7.9   14 

8.0-9.9   8 

10.0  and  over   3 


The  net  underwriting  gain  ratio,  that  is,  net  subscription  in- 
come as  a  percent  of  subscription  income  varied  among  the  plans 
from  minus  10.7  percent  to  plus  10.8  percent.  The  distribution 
was  as  follows: 


Total   76 

-  10  percent  or  less   1 

-9.9  to  -5   4 

-4.9  to  0   17 

0  to  4.9   37 

5  to  9.9   15 

10.0  and  over   2 


The  fact  that  in  this  year  22  of  the  76  plans  had  underwriting 
losses  '  is  not  to  be  taken  as  an  indication  of  financial  instability 
of  these  plans  or  of  Blue  Cross  as  a  whole.  The  objective  of  the 
plans  is  not  to  make  a  profit  but  to  pay  out  as  much  in  benefits  as 
is  consistent  with  stable  and  continued  operations.  The  plans 
tend  to  go  through  a  cycle  with  respect  to  the  net  income  results 
of  their  operations.  Since  the  plans  provide  benefits  in  the  form 
of  hospital  service,  claims  expenses  increase  as  hospital  costs  in- 
crease, and  subscription  charges  must  be  increased  accordingly. 
To  raise  subscription  charges  for  a  large  body  of  subscribers  is 
a  major  undertaking  and  the  plans  do  not  make  such  changes 
more  often  than  necessary.  Furthermore  in  most  States,  any 
increase  must  be  approved  by  the  State  Insurance  Department 
and  the  process  of  review  and  decision  may  take  several  months. 
So  in  making  a  rate  increase,  a  plan  would  ordinarily  endeavor 
to  install  rates  which  would  be  adequate  for  two  or  three  years 
or  longer  if  possible.*' 

Consequently  in  the  first  year  after  a  rate  increase,  a  given 
plan  may  have  a  sizeable  net  income,  that  is,  make  substantial 
additions  to  reserves;  in  the  second  year  net  income  may  be  less 

'  In  terms  of  total  income,  that  is,  subscription  plus  other  income,  17  of  the 
plans  had  a  loss  for  the  year. 

Where  a  plan  experience  rates  large  groups,  any  necessary  increase  in  the 
rates  charged  a  particular  group  can  be  made  at  the  end  of  that  group's 
contract  year.  However  formal  rate  increases  to  go  into  effect  for  large  num- 
bers of  subscribers  at  a  particular  time  must  be  made  for  group  accounts  not 
experience  rated  and  for  individual  subscribers. 
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and  the  plan  may  begin  planning  for  a  rate  increase ;  and  in  the 
third  year  the  plan  may  incur  a  deficit  in  the  months  prior  to 
putting  a  rate  increase  into  effect.  The  standards  for  approval  of 
Blue  Cross  plans  require  that  a  member  plan  must  maintain 
adequate  reserves.  At  the  end  of  1962  the  aggregate  reserves  of 
all  plans — $455  million — were  equivalent  to  2.5  months  of  benefits 
and  operating  expenses. 

Hospital  and  medical  prepayment  as  undertaken  by  Blue  Cross 
and  Blue  Shield  plans  is  term  insurance  and  there  is  no  need  for 
the  plans  to  maintain  large  reserves  against  future  contingencies. 
As  benefit  costs  rise,  the  plans  count  on  increasing  subscription 
charges  as  necessary.  The  purpose  of  a  reserve  is,  in  effect,  to 
give  a  plan  an  opportunity  to  note  a  developing  imbalance  of 
revenues  and  outgo  and  to  allow  time  to  put  a  rate  increase  into 
effect.  The  American  Hospital  Association's  standards  for  ap- 
proval of  Blue  Cross  plans  stipulate  that  a  plan's  reserves  must 
be  sufficient  to  meet  hospital  and  operating  expenses  for  at  least 
three  months. 

Table  2  shows  subscription  income,  claims  expense  and  operat- 
ing expense  per  enrollee  or  participant  for  the  individual  plans. 
In  1962  for  the  plans  as  a  whole,  subscription  income  amounted 
to  $38.44,  claims  expense  to  $36.24  and  operating  expense  to 
$1.85  per  participant.  Part  of  the  considerable  variation  from 
plan  to  plan  in  these  figures  is  due  to  the  fact  that  in  the  case 
of  13  plans  the  data  include  those  for  the  surgical-medical  plans 
as  well  (that  is,  these  plans  provide  both  hospitalization  and 
surgical-medical  benefits) ,  and  the  figures  given  are  for  the  opera- 
tion of  the  plan  as  a  whole. 

Subscription  income  and  benefit  expense  per  enrollee  mainly 
reflect  the  scope  of  benefits  offered  by  the  plan,  the  cost  of  hospital 
care  in  the  plan  area  and  the  utilization  of  hospital  care  by  the 
plan's  subscribers.  Operating  expense  per  enrollee  will,  of  course, 
be  higher  where  the  plan  administers  surgical-medical  benefits 
in  addition  to  hospital  benefits. 


Table  2. — Subscription  income,  claims  expense,  and  operating  expense  of 

Blue  Cross  plans  per  enrollee,  1962 


Plans 

Enrollment 
(Dee.  31) 

Per  enrollee 

Subscription 
income 

Claims 
expense 

Operating 
expense 

Total,  all  plans   

58,031.572 

$38.44 

$36.24 

$1.85 

Alabama,  Birmingham                 _    _  _ 

Arizona,  Phoenix                           _  _   

Arkansas,  Little  Rock      _  _  

California,  Los  Angeles  

California,  Oakland                           _    _    __  _ 

815,660 
256,158 
301,076 
1.233,530 
938,214 

43.39 
33.90 
38.70 
59.55 
55.49 

41,02 
35.66 
34.17 
53.31 
49.67 

2.13 
1.85 
2.71 
4.11 
3.10 
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Table  2. — Subscription  income,  claims  expense,  and  operating  expense  of 
Blue  Cross  plans  per  enrollee,  1962 — Co7if. 


Plans 


Per  enrollee 


Enrollment 

.Subscription 

Claims 

Operating 

(Dec.  31 ) 

income 

expense 

expense 

781. 78« 

39.99 

37.74 

1.36 

1.311,002 

34.40 

31.44 

1.62 

288.112 

30.21 

28.40 

1.41 

915,149 

31.66 

31.60 

1.57 

961.563 

33.00 

32.11 

1.64 

262.347 

23.98 

24,87 

1.31 

205.402 

29.60 

26.57 

1.79 

49.348 

22.50 

23.17 

1.37 

68.892 

44.70 

37.78 

4.35 

2.787.628 

47.44 

44.40 

1.79 

1.547.876 

39.83 

35.86 

1.79 

612.852 

33.20 

30.02 

1.54 

164.924 

31.37 

28.39 

1.93 

601,460 

36.08 

31.91 

1.82 

868,271 

25.21 

24.26 

1.15 

151.953 

46.66 

38,75 

4.61 

270,670 

41.78 

37.78 

3.60 

372.828 

28.58 

27.37 

1.31 

1.118,268 

34.69 

34.86 

1.56 

2.915,002 

33.91 

33.99 

1.31 

3.495,52'.t 

48.27 

48.80 

1.51 

921,699 

48.16 

43.22 

2.97 

402,215 

42.47 

37.34 

4.27 

4b7.97 1 

32.63 

O  1  AO 

61 ,06 

1.0.i 

i\n A  c^c^n 

1  4 , nU  / 

OCt.O  1 

90  (\Q 

1  7n 

44  18 

4  4  .  1  o 

O  1  •  1  *> 

5  44 

264,4 19 

29.58 

26.64 

1.73 

417,'212 

30.67 

29.51 

1.71 

2.519.442 

34.77 

34.40 

1.65 

101.128 

31.28 

29.72 

2.30 

367.180 

.53.18 

52. .53 

1.93 

797.623 

42.75 

39.54 

1.81 

50,636 

30.08 

26.97 

1.91 

7,313.030 

34.49 

31.61 

1.89 

604.573 

35.61 

33.94 

1.06 

418,332 

38.25 

35.48 

1.59 

236,329 

34.45 

30.71 

1.13 

30.373 

33.90 

29.68 

2.23 

656.775 

31.00 

27.53 

2.62 

433.545 

31.78 

27.64 

3.23 

190,978 

39.01 

34.57 

2.49 

220.407 

32.76 

33.43 

0.70 

1,474.077 

34.01 

33.13 

1.19 

1.774.666 

47.95 

48.64 

1.13 

530.119 

26.72 

26.96 

1.27 

134.401 

29.. 58 

27.89 

0.83 

496.626 

36.54 

32.95 

1.18 

284.242 

49.32 

49.44 

1.11 

510.442 

35.29 

31.41 

1.82 

295.838 

45.89 

40.78 

3.77 

347,043 

29.98 

27.73 

1.39 

719.873 

30.68 

29.98 

1.61 

2.129.060 

38.32 

35.79 

1.97 

1.911.551 

41.13 

39.05 

1.66 

410,550 

31.48 

30.09 

1.74 

662,673 

31.29 

29.02 

0.94 

249,678 

32.42 

28.31 

2.30 

928.036 

38.77 

33.67 

2.40 

127.513 

40.87 

36.85 

3.39 

1.6.57.426 

45.14 

43.02 

2.08 

310,475 

23.42 

23.48 

1.36 

15,831 

26.10 

21.62 

1.68 

531,246 

26.25 

22.88 

1.47 

217,865 

30.27 

28.40 

0.54 

271.622 

50.89 

44.97 

4.49 

18.838 

42.57 

36.09 

2.19 

155,378 

33.16 

29.97 

1.47 

32,816 

32.87 

30.37 

2.08 

74.373 

33.71 

31.07 

1.78 

971,576 

42.71 

38.70 

2.52 

75,425 

33.04 

29.04 

2.72 

Colorado,  Denver   

Connecticut,  New  Haven  

Delaware,  Wilmington   

District  of  Columbia,  Washington  . 

Florida,  Jacksonville   

Georgia,  Atlanta  _  

Georgia,  Columbus   

Georgia,  Savannah   

Idaho,  Boise   

Illinois,  Chicago   

Indiana.  Indianapolis   

Iowa.  Des  Moines  

Iowa,  Sioux  City  

Kansas,  Topeka   

Kentucky,  Louisville   

Louisiana,  Baton  Rouge  

Louisiana,  New  Orleans  

Maine,  Portland  

Maryland,  Baltimore   

Massachusetts,  Boston   

Michigan.  Detroit  

Minnesota,  St.  Paul  

Mississippi,  Jackson   

Missouri,  Kansas  City  

Missouri,  St.  Louis   

Montana,  Great  Falls   

Nebraska,  Omaha  

New  Hampshire- Vermont,  Concord 

New  Jersey,  Newaik  

New  Mexico,  Albuquerque  

New  York.  Albany  

New  York,  Buffalo   

New  York,  Jamestown   

New  York,  New  York   

Rochester   

Syracuse   

Utica  

New  York,  Watertown   

North  Carolina,  Chapel  Hill  

North  Carolina,  Durham   

North  Dakota,  Fargo   

Ohio,  Canton   

Ohio.  Cincinnati   

Ohio.  Cleveland   

Ohio,  Columbus  

Lima   

Toledo  

Youngstown   

Oklahoma,  Tulsa  

Oregon,  Portland   

Pennsylvania.  Allentown   

Harrisburg   

Philadelphia   

Pittsburgh  

Wilkes-Barre   


New  York, 
New  York, 
New  York. 


Ohio. 
Ohio. 
Ohio. 


Pennsylvania, 
Pennsylvania, 
Pennsylvania, 
Pennsylvania, 

Rhode  Island,  Providence  

South  Carolina,  Columbia  _. 

Tennessee,  Chattanooga  

Tennessee,  Memphis  

Texas,  Dallas  

Utah,  Salt  Lake  City  

Virginia.  Lynchburg  

Virginia,  Richmond  

Virginia,  Roanoke   

Washington,  Seattle   

West  Virginia,  Bluefield  

West  Virginia,  Charleston  

West  Virginia,  Parkersburg 

West  Virginia,  Wheeling  

Wisconsin,  Milwaukee  

Wyoming,  Cheyenne  


■'  Does  not  include  Health  Service,  Inc. 

Source:    Calculated  from  data  in  Blue  Cross  and  Blue  Shield  Fact  Book.  196 J. 
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Table  3  shows  financial  data  for  plans  grouped  by  size  of  enroll- 
ment. The  small  plans — those  with  an  enrollment  of  under  100,000 
persons — have  relatively  high  administrative  expense  ratios  and 
administrative  expenses  per  enrollee.  The  ratio  of  administrative 
expense  to  subscription  income  declines  steadily  with  size  of  plan 
and  was  4.4  percent  for  plans  with  over  a  million  participants. 
Administrative  expense  per  enrollee  shows  the  same  pattern.  The 
larger  plans  paid  out  more  of  subscription  income  for  benefits 
than  did  the  smaller  plans  and  in  general  have  a  lower  ratio  of 
net  gain  from  underwriting  to  subscription  income.' 

One  measure  of  the  efficiency  of  a  health  insurance  organization 
is  the  ratio  of  operating  expenses  to  subscription  or  premium 
income.  Another  measure  is  the  operating  expense  per  enrollee. 
Size  of  plan  may  affect  this  measure  in  so  far  as  there  are 
economics  of  scale  in  administrative  procedures.  On  the  other 
hand,  it  ordinarily  costs  no  more  to  pay  a  hospital  bill  of  $30  a 
day  than  $10  a  day  so  that  the  measure  is  not  directly  affected  by 
differences  in  per  capita  expenditures. 

Operating  expenses  per  enrollee  varied  among  the  plans  from 
less  than  $1  to  over  $5  with  about  two-thirds  of  the  plans  having 
operating  expenses  of  $1  to  $2  per  enrollee.  The  distribution  of 
plans  was  as  follows : 


Total   76 

Under  $1   4 

$1-$1.99    47 

$2-$2.99    14 

$3-$3.99    5 

$4-$4.99    5 

$5  and  over   1 


BLUE  SHIELD  PLANS 

All  Blue  Shield  plans  in  the  United  States  had  a  total  earned 
subscription  income  in  1962  of  $974  million  and  total  income  of 
$985  million.  Benefit  expenses  aggregated  $869  million — 89.2  per- 
cent of  subscription  income,  and  operating  expenses  $91  million — 
9.4  percent  of  subscription  income.  Total  net  income  amounted  to 
$25  million — 2.6  percent  of  total  income.  Aggregate  reserves 
amounted  to  $266  million.  Table  4  gives  these  data  for  the 
individual  plans. 

The  operating  expense  ratios  of  the  Blue  Shield  plans  are  appre- 
ciably higher  than  those  of  the  Blue  Cross  plans.  Probably  the 
major  reasons  for  this  are  the  lower  premiums  per  enrollee,  the 

'  Small  size  does  not  in  all  cases  mean  relatively  high  administrative  ex- 
pense. The  Roanoke,  Va.,  plan,  with  an  enrollment  of  218,000  had  the  lowest 
operating  expense  ratio — 1.8  percent — of  all  Blue  Cross  plans. 
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larger  number  of  claims  per  enroilee,  the  smaller  amount  per 
claim,  and  the  greater  complexity  of  administering  and  paying 
surgical-medical  claims,  as  compared  with  hospital  claims. 

Following  are  distributions  of  the  plans  according  to  claims  ex- 
])enses,  operating  expense,  and  net  gain  or  loss  as  a  percentage  of 
subscription  income,  i-espectively. 

Dii^frihution  of  })lans  by  claims  expense  ns  d  percent  nf 
nil bscripfion  hico ni c 


Total    __.    70 

Under  75  percent   2 

75-79.9    I 

80-84.9    (i 

85-89.9    41 

90-94.9    15 

95-99.9    5 

100  and  over  

Distribution  of  plans  by  operafinf/  expense  ax  a  perreni  of 

snbsrription  inocme 

Total   ^ 

Under  6.0  percent   1 

6-7.9    13 

8-9.9    18 

10-11.9    27 

12-13.9    3 

14-15.9    4 

16-17.9    3 

18-19.9   

20-21.9    -_ 

22  and  over   1 

Distribution  of  plans  by  net  underwHting  gain  as  a  percent  of 

subscription  income 

Total   ^ 

—  9.9  to  —  5  percent   6 

-4.9  to  0   15 

0  to  4.9   36 

5  to  9.9   10 

10  to  14.9   2 

15.0  and  over   1 


Table  5  shows  subscription  income,  claims  expense,  and  operat- 
ing expense  per  enroilee.  For  all  plans  together,  per  enroilee  in- 
come was  $20.32,  claims  expense  $18.13,  and  operating  expense 
$1.90.  Table  6  shows  financial  data  for  the  plans  by  size  group. 

BLUE  CROSS-BLUE  SHIELD 

The  data  for  the  Blue  Cross  and  Blue  Shield  plans  cannot  be 
added  together  to  obtain  the  financial  experience  of  the  combined 
plans  since  there  is  some  duplication  in  the  data.  This  arises  from 
the  fact  that  some  plans  are  both  Blue  Cross  and  Blue  Shield  plans 
and  report  the  same  data  to  the  Blue  Cross  and  Blue  Shield  asso- 
ciations. After  elimination  of  such  duplication,  the  total  earned 
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Table  5. — Subscription  income,  claims  expense,  and  operating  expense  of 
Blue  Sliield  plans  pei-  enrollee,  1962 


Plan 


Enrollment 
(Dec.  31) 


Per  enrollee 


Subscription 
income 


Claims 
expense 


Operating 
expense 


Total,  all  plans  ^ 


Alabama,  Birmingham   

Arizona,  Phoenix   

Arkansas.  Little  Rock  

California,  San  Francisco  

Colorado,  Denver  

Connecticut.  New  Haven   

Delaware,  Wilmington   

District  of  Columbia,  Washington 

Florida.  Jacksonville   

Georgia,  Atlanta   

Georgia,  Columbus   

Georgia,  Savannah   

Hawaii.  Honolulu  

Idaho.  Lewiston  

Illinois,  Chicago   

Illinois.  Rockford   

Indiana,  Indianapolis   

Iowa,  Des  Moines  

Kansas,  Topeka  

Kentucky,  Louisville  

Maine.  Portland   

Maryland,  Baltimore   

Massachusetts,  Boston   

Michigan,  Detroit  

Minnesota,  St.  Paul  

Mississippi.  Jackson  

Missouri,  Kansas  City  

Missouri,  St.  Louis  

Montana,  Helena   

Nebraska,  Omaha  

New  Hampshire.  Concord  

New  Jersey,  Newark  

New  Mexico.  Aibuquerciue  

New  York.  Albany  

New  York,  Buffalo  

New  York,  Jamestown   

New  York,  New  York  

New  York,  Rochester  

New  York,  Syracuse   

New  Yoi-k.  Utica   

North  Carolina.  Chapel  Hill  

North  Carolina,  Durham  

North  Dakota,  Fargo   

Ohio.  Cleveland   

Ohio.  Columbus  

Oklahoma.  Tulsa  

Oregon,  Portland   

Pennsylvania,  Camp  Hill  

Rhode  Island,  Providence  

South  Carolina,  Columbia  

South  Dakota,  Sioux  Falls  

Tennessee,  Chattanooga   

Texas.  Dallas   

Utah.  Salt  Lake  City  

Virginia,  Richmond   

Virginia.  Roanoke   

Washington,  Bremerton   


Washington, 
Washington, 
Washington, 
West  Virginia, 
West  Virginia. 
West  Virginia. 
West  Virginia, 
West  Virginia, 
West  Virginia, 
West  Virginia, 
Wisconsin,  Madison 
Wisconsin,  Milwaukee 
Wyoming,  Cheyenne  _ 


Seattle  

Walla  Walla  _. 

Wenatchee  

Bluefield  

Charleston  _. 
Clarksbui-g  . 
Huntington  . 
Morgantown 
Parkersburg 
Wheeling  


47  fi^J 

O—  V  .0  ~ 

<?  1  S  1 
C»  i  c .  i  o 

^^  on 

181, Til 

44.93 

42.47 

2.20 

235,845 

21.01 

20.34 

2.17 

290.223 

40.15 

35.45 

2.81 

1.045.937 

55.47 

48.13 

5.82 

744,293 

21.80 

20.75 

1.44 

1,265,565 

15.20 

12.96 

1.53 

278.125 

14.61 

12.62 

1.32 

893,679 

24.15 

21.87 

1.61 

903,752 

17.03 

15.28 

1.62 

194,371 

11.24 

9.59 

1.21 

194,882 

16.95 

14.46 

1.78 

37,516 

12.04 

10.45 

1.14 

266,648 

50.34 

46.43 

3.64 

34.626 

58.63 

50.00 

5.16 

2.246,058 

13.67 

11.67 

1.18 

20,820 

15.54 

13.60 

3.45 

1,469.670 

15.78 

14.46 

1.14 

649,097 

24.34 

20.83 

2.00 

573,630 

16.50 

16.16 

1.80 

789,634 

11.26 

9.80 

1.14 

289.762 

11.37 

10.13 

1.14 

747,643 

16.81 

14.37 

1.46 

2.770,984 

18.19 

17.06 

1.26 

3,351.125 

28.59 

26.78 

1.93 

539,925 

22.63 

20.30 

2.47 

394,834 

43.26 

38.03 

4.35 

44  1 , D4o 

1  fi  on 

RRi  SOS 

18  14 
i  O .  i  4 

1  T  t1 

ni 

82,408 

64.30 

55.39 

6.34 

247!526 

19!68 

18.14 

1.77 

405,699 

17.83 

15.11 

1.79 

2.322,152 

17.82 

16.26 

1.59 

100,364 

19.86 

17.91 

2.13 

322,084 

18.92 

16.86 

1.81 

736,264 

24.74 

22.98 

1.99 

31.552 

11.90 

10.37 

1.98 

5.098,562 

15.25 

12.99 

2.42 

567,806 

17.25 

15.23 

1.04 

295,640 

16.88 

15.90 

1.81 

247,264 

14.34 

13.48 

1.41 

649,241 

7.14 

6.20 

0.92 

421,810 

32.70 

28.52 

3.33 

182,795 

19.57 

14.52 

2.61 

1,100,297 

14.45 

13.96 

1.25 

2,366,317 

10.94 

9.81 

1.30 

491,965 

15.76 

13.58 

1.81 

145,502 

47.69 

39.87 

6.73 

4,368,806 

17.87 

15.38 

1.62 

609,081 

15.73 

14.67 

1.02 

211,532 

15.18 

12.44 

2.19 

51,901 

13.84 

11.58 

2.46 

879,852 

40.90 

35.52 

2.53 

1,193,908 

12.86 

11.86 

2.08 

311,755 

18.19 

16.96 

1.50 

505,665 

16.93 

13.86 

2.06 

205,933 

10.03 

8.80 

0.76 

31,420 

53.04 

46.74 

4.31 

229,935 

61.99 

54.18 

4.82 

7,884 

49.13 

38.16 

5.20 

12,363 

28.37 

22.97 

3.97 

16,383 

18.19 

11.91 

2.10 

99,190 

13.98 

12.20 

1.42 

21,300 

12.99 

12.38 

1.45 

51,333 

15.42 

13.79 

1 .55 

12,806 

10.89 

9.27 

0.78 

30,737 

17.95 

15.79 

1.90 

66,747 

16.64 

14.29 

1.83 

284,640 

38.77 

33.26 

4.57 

716,740 

16.59 

14.22 

1.84 

71,158 

20.24 

17.78 

2.41 

"  Does  not  include  Medical  Indemnity  of  America. 

Source:    Calculated  from  data  in  Blue  Cross  and  Blue  Shield  Fact  Book,  196S. 
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subscription  income  of  the  Blue  Cross  and  Blue  Shield  plans  in 
1962  was  $3,086  million,  claims  expense  was  $2,866  million  (92.9 
percent),  operating  expense  $190  million  (6.2  percent),  and  net 
underwriting  gain  $30  million,  1.0  percent  of  subscription  income. 

The  Blue  Cross  Association  and  the  National  Association  of 
Blue  Shield  Plans  each  own  an  insurance  company  (Health  Serv- 
ice, Inc.,  and  Medical  Indemnity  of  America,  respectively).  The  two 
companies  are  used  in  the  writing  of  national  accounts  and  in  pro- 
viding benefits  under  national  accounts  that  local  plans  are  not 
prepared  to  offer.  Both  write  the  same  types  of  coverages  coopera- 
tively. The  finances  of  these  two  organizations  should  be  con- 
sidered as  part  of  the  finances  of  the  Blue  Cross  and  Blue  Shield 
plans.  The  essential  data  for  these  two  organizations  in  1962  were 
as  follows: 


Karned  premiums  less  dividends 

Incurred  losses   

Operating  expenses  

Net  gain  from  underwriting  


Health 

Medical 

Service, 

Indemnity 

Inc. 

of  America 

Total 

(millions) 

$7.6 

$6.3 

$13.9 

6.5 

5.2 

11.7 

.9 

.9 

1.8 

.2 

.2 

.4 

EXPERIENCE  IN  1963 

The  financial  experience  in  1963  of  the  Blue  Cross  and  Blue 
Shield  plans  was  as  follows: 

Blue  Blue  Combined  ^ 
Cross  Shield  Blue  Cross- 
plans  plans          Blue  Shield 

(amounts  in  millions) 

Earned  subscription  income   $2,467  $1,086  $3,417 

Total  income   2,497  1,102  3,461 

Claims  expense   2,344  977  3,196 

Operating  expense   115  100  206 

Underwriting  gain   8  10  16 

Net  income   38  25  59 

Reser\'es    492  289  740 

Ratios: 

Claims  expense  to  sub.  income-  95.0  89.9  93.5 
Operating  expense  to  sub. 

income   4.7  9.2  6.0 

Underwriting  gain  to  sub. 

income   .3  .9  .5 

Net  income  to  total  income   1.5  2.3  1.7 

»  After  elimination  of  duplication:  includes  HSI  and  MIA. 

[Note:  For  summary  Blue  Cross-Blue  Shield  data  for  1964,  see 
appendix  table  A9.  For  data  on  the  individual  plans  and  an  analy- 
sis similar  to  that  in  this  chapter,  see  Louis  S.  Reed,  Finances  of 
Blue  Cross  and  Blue  Shield  Plans,  lOeip,  Research  and  Statistics 
Note  No.  23-1965,  Office  of  Research  and  Statistics,  Social  Security 
Administration.] 
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II.  HOSPITAL-SURGICAL-MEDICAL  EXPENSE 
INSURANCE  BY  INSURANCE  COMPANIES 


The  complicating  factor  in  any  analysis  of  the  financial  experi- 
ence of  insurance  companies  writing  hospital-surgical-medical 
expense  insurance  is  that  almost  all  such  companies  also  write 
policies  providing  indemnities  against  loss  of  time  due  to  sickness 
or  injury  or  accidental  death  or  dismemberment  and  the  State 
insurance  departments  which  regulate  the  insurance  business 
have  not  required  separate  reports  for  the  two  types  of  policies. 
Hence,  the  financial  experience  for  hospital  and  medical  expense 
insurance  must  be  estimated  on  the  basis  of  various  surveys. 

Data  on  the  financial  experience  under  group  and  individual 
accident  and  health  insurance  (A  &  H)  as  this  whole  field  of  busi- 
ness is  called,  are  annually  compiled  by  two  private  organizations 
— the  Spectator  Company  and  the  National  Underwriter  Com- 
pany. Both  compile  these  data  from  the  annual  statements  sub- 
mitted by  insurance  companies  to  the  insurance  departments  of 
the  States  in  which  they  are  licensed  to  do  business.  These  annual 
statements  are  uniform  for  all  companies  writing,  respectively, 
(a)  life  and  accident  and  health  and  (b)  fire  and  casualty  insur- 
ance. The  forms  for  the  two  statements  have  been  developed  by 
the  National  Association  of  Insurance  Commissioners  and  adopted 
by  the  department  or  commission  of  each  State.  The  statements 
relate  to  the  total  nationwide  business  of  the  company  in  question; 
each  contains  a  balance  sheet  and  summaiy  of  operations  for  the 
company  as  a  whole,  an  analysis  of  operations  by  line  (the  fire 
and  casualty  form  does  not  have  this,  but  does  show  premiums 
and  losses  by  line),  an  analysis  of  increase  in  reserves,  exhibits  of 
expense  broken  down  by  line,  detailed  assets  and  liabilities,  etc. 
There  are  separate  schedules  on  various  subjects  (including  A  & 
H),  with  one  showing  premiums  and  losses  for  each  line  by  State. 
There  are  no  cooperative  undertakings  of  the  State  Insurance 
Departments  or  the  National  Association  of  Insurance  Commis- 
sioners to  provide  comprehensive  official  figures  for  the  Nation  as 
a  whole. 

Both  data-compiling  companies  publish  detailed  underwriting 
results  for  the  larger  companies — the  Spectator  Company  in  its 
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Health  Insurance  hidex  (1963)  for  588  companies  and  the  Na- 
tional Underwriter  in  its  Argus  Chart  (1963)  for  284  companies 
(each  gives  less  detailed  data  for  additional  smaller  companies). 
Both  publications  show  fairl}^  similar  data  for  each  company, 
namely  (in  brief  and  in  general) :  Total  assets,  liabilities,  reserves, 
and  surplus  for  the  company  as  a  whole;  reserves,  premiums, 
losses  incurred,  and  expenses  incurred  for  the  total  accident  and 
health  business;  premiums,  dividends  paid  to  policyholders,  pre- 
miums less  dividends,  losses  incurred,  operating  expenses,  and  net 
underwriting  gain  for  group  business;  and  premiums  earned, 
losses  incurred,  and  the  loss  ratio  for  the  four  lines  of  individual 
business:  (a)  Accident  only,  (b)  A  &  H,  (c)  non-cancellable 
A  &  H,  and  (d)  hospital  and  medical  expensed 

The  Spectator  Company's  aggregates  for  the  588  companies 
(130  property  and  458  life  companies)  for  which  it  provided  de- 
tailed information  for  1962  are  shown  below.  The  588  companies 
here  represented  are  responsible  for  approximately  98  percent  of 
all  forms  of  accident  and  health  insurance  written  by  insurance 
companies.  The  figures  include  business  in  Canada  and  Puerto 
Rico. 

Spectator  Company  aggregates  of  accident  and  health  business 

for  588  companies,  1962 

(Amounts  in  millions) 


Individual 


Group  A  &  H 

A&  H 

Total 

Amount 

Ratio  Amount 

Ratio  Amount 

Ratio 

Premiums  earned 

$3,599 

$1,936 

$5,534 

Dividends  to  policy-holders  

51 

12 

63 

Premiums  earned  less 

dividends 

3,548 

100.0 

1,924 

100.0 

5,471 

100.0 

Losses  incurred  j 

3,110 

87.7 

995 

51.7 

4,105 

75.0 

Total  expenses  incurred 

462 

13.0 

887 

46.1 

1,349 

24.7 

Underwriting  profit 

-25 

-0.7 

42 

2.2 

17 

0.3 

Net  gain  from  operations  ^  

CO 

CO 

(") 

CO 

26 

.5 

^  Includes  $9.0  million  net  profit  from  transfers  and  increases  in  reserves.  Premiums  earned, 
losses  incurred,  and  expenses  do  not  include  these  items.   Does  not  include  investment  income. 

Data  not  available. 

Source:    1!)()S  Health  Insurance  Index,  Spectatoi-  Company. 


The  Spectator  Company  in  its  Spectator  Insurance  by  States 
presents  data  on  direct  premiums  earned,  losses  incurred,  and  loss 
ratios  for  all  lines  of  insurance,  including  group  A  &  H  and  the 
four  lines  of  individual  A  &  H  insurance,  by  State.  The  data  are 
taken  from  the  reports  filed  by  insurance  companies  with  the 
State  Insurance  Departments,  and  presumably  all  insurance  com- 
panies are  included.  From  this  publication  for  1963  the  following 
figures  on  A  &  H  insurance  for  the  United  States  (that  is,  exclu- 

'  A  description  of  these  lines  will  be  given  later. 
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sive  of  Canada,  Puerto  Rico,  Virgin  Islands,  and  the  Canal  Zone) 
in  1962  have  been  compiled:  - 


Direct 
premiums 


Losses 
incurred 

( millions) 


Loss 
ratio 


earned 

( millions ) 


Total   

Group  A  &  H  

Individual  A  &  H  a 


$5,513 


3,547 
1,966 


$4,074 


3,070 
1,004 


86.6 
51.1 


='  Data  for  the  four  lines  of  individual  A  &  H  will  be  given  later. 


In  comparing  these  figures  which  are  for  over  1,000  companies 
writing  group  and/or  individual  A  &  H,  with  the  totals  for  the 
588  larger  companies  shown  above,  it  should  be  borne  in  mind  that 
the  above  figures  relate  only  to  business  in  the  50  States  and  the 
District  of  Columbia  whereas  the  data  for  the  588  companies  in- 
clude those  for  Canada,  Puerto  Rico,  the  Virgin  Islands,  and  the 
Canal  Zone;  also  that  the  above  figures  for  premiums  are  for  pre- 
miums earned  whereas  those  for  the  588  companies  are  for  pre- 
miums earned  less  dividends  to  policyholders.  It  is  apparent 
that  the  smaller  companies  not  included  in  the  aggregates  for  the 
588  larger  companies  write  only  a  very  small  fraction  (less  than 
2  percent)  of  the  total  business. 

The  National  Underwriter  Company  annually  publishes  in  the 
April  issue  of  its  Health  Insurance  Revieiv  data  on  premiums  writ- 
ten and  losses  incurred  for  all  companies  writing  A  &  H  insurance. 
Its  1963  issue  gives  data  for  each  of  920  companies  with  premium 
volume  exceeding  $20,000,  and  summary  figures  for  90  companies 
with  premiums  under  $20,000.  Its  revised  aggregates  for  1962,  as 
published  in  the  1964  issue,  w^ere  as  follows:-^ 


The  Spectator's  and  National  Underwriter's  totals  it  will  be 
seen  are  fairly  close  to  one  another,  especially  as  regards  claims 

-  Spectator  Insurance  by  States  includes,  under  individual  hospital  and 
medical  expense  insurance,  data  for  all  Blue  Cross  and  Blue  Shield  plans  and 
for  a  few  other  hospital  and  medical  prepayment  plans.  (Except  that  data 
for  the  New  Jersey  Blue  Shield  plan  is  included  under  group  A  &  H.)  Great 
care  has  been  taken  to  note  all  such  plans  and  to  subtract  their  premiums  and 
losses  from  the  totals  for  each  State  so  that  the  resulting  figures  are  for 
insurance  companies  exclusively. 

3  Aggregates  originally  published  for  1962  in  the  1963  issue  were  later 
found  to  be  in  error. 


Net  premiums 
written 

( millions) 


Claims 
incurred 

( millions) 


Total 

Group   

Individual 


$5,837 


$4,186 


3,741 
2,096 


3,202 
984 
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incurred.  Most  of  the  difference  is  due  to  two  factors:  (a)  the 
data  compiled  from  Spectator's  Insurance  by  States  exclude  Cana- 
dian business,  while  the  National  Underwriter's  do  not  (Canadian 
earned  premiums  on  group  business  in  1962  amounted  to  $171 
million),  and  (b)  the  National  Underwriter's  data  are  for  ''pre- 
miums written"  and  those  of  the  Spectator's  are  for  ''premiums 
earned.'" 

With  this  introduction  the  discussion  will  now  deal,  in  turn, 
with  group  and  individual  hospital-surgical-medical  expense 
insurance. 

GROUP  INSURANCE 

Group  A  &  H  as  a  Whole 

The  data  published  by  the  Spectator  on  group  business  (see 
aggregates  for  588  companies  above)  are  for  companies  which  in 
1962  wrote  approximately-  97  percent  of  all  group  A  &  H  business. 
It  will  be  seen  that,  in  1962,  claims  expenses  (losses  incurred) 
were  87.7  percent,  and  operating  expenses  were  13.0  percent  of 
earned  premiums  after  dividends,  thus  leaving  an  underwriting 
loss  of  0.7  percent  of  earned  premiums  after  dividends.  The 
analogous  ratios  for  1963  business  were  88.2,  13.1,  and  minus  1.3.'' 

These  figures  all  relate  only  to  underwriting  experience  and  do 
not  give  a  complete  picture  of  operations.  The  main  element  not 
included  is  income  from  investments.  Data  given  in  the  table, 
"Analysis  of  Operations  by  Line  of  Business,"  in  the  1963  annual 
statements  of  13  of  the  15  largest  writers  of  group  A  &  H  show 
that  in  1962  these  companies  had  investment  income  of  $26  mil- 
lion, equal  to  1.0  percent  of  premium  income.''  For  this  group  of 
companies  investment  income  turned  a  net  loss  on  underwriting 
into  a  net  gain  overall. 

The  Spectator  1963  Health  Insurance  Index  shows  that  at  the 
end  of  1962  the  588  companies  for  which  it  gives  aggregates  had 
for  all  A  &  H  business  (both  group  and  individual)  unearned  pre- 
mium reserves  of  $934  million  and  reserves  for  losses  of  $919 
million.  Investment  income  on  these  reserves,  calculated  at  a  re- 

*  Premiums  written  in  a  given  year  are  the  annual  premiums  on  policies 
written  during  the  year.  Premiums  earned  in  a  given  year  are  the  premiums 
applicable  to  the  period  in  the  year  during  which  the  insurance  was  in  effect. 
When  volume  of  business  is  increasing,  premiums  written  exceed  premiums 
earned. 

■"'  Spectator  Company,  lyuA  Health  Insurayice  Index. 
The  other  two  companies  reported  on  the  Fire  and  Casualty  form  which 
does  not  ask  for  investment  income  distributed  by  line.  These  13  companies 
wrote  approximately  56  percent  of  all  group  A  &  H  in  1962. 
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turn  of  4  percent,  would  be  $74  million  or  about  1.3  percent  of 
total  group  and  individual  A  &  H  premium  income  in  1962. 

Another  item  not  represented  in  the  Spectator  data  on  under- 
writing results  is  that  of  transfers  within  group  package  policies, 
i.e.,  pohcies  covering  both  life  and  A  &  H.  In  1962  the  13  com- 
panies above  cited  showed  a  net  transfer  of  $17  million  of  income 
from  group  life  to  group  A  &  H.  In  the  "Analysis  of  Operations 
by  Line  of  Business"  this  was  included  under  A  &  H  as  a  deduc- 
tion from  losses.  Such  transfers  of  income  from  group  life  to 
group  A  &  H  can  be  a  means  of  subsidizing  the  latter. 

Still  another  item  not  fully  included  in  the  Spectator  under- 
writing results  concerns  increases  in  special  reserves.  Some  com- 
panies in  some  years  do  not  include  such  reserves  as  a  loss  item  in 
Schedule  H,  the  schedule  that  shows  undervvriting  experience,  but 
as  a  subtraction  from  net  gain. 

It  may  be  noted  at  this  point  that  the  practices  of  the  Blue 
Cross-Blue  Shield  plans  and  insurance  companies  with  respect  to 
reserves  are  quite  different.  The  Blue  plans  generally  do  not  main- 
tain reserves  for  unearned  premiums;  insurance  companies  do." 
Blue  Cross-Blue  Shield  considers  that  their  liability  for  maternity 
claims  ends  with  the  expiration  of  the  policy.  Insurance  com- 
panies, at  least  under  group  policies,  accept  liability  for  benefits 
due  for  maternity  for  9  months  after  the  expiration  of  the  policy, 
on  the  assumption  that  such  claims  arise  out  of  an  event,  the  in- 
ception of  pregnancy,  which  took  place  during  the  life  of  the 
policy.  The  reserves  against  such  claims  (deferred  maternity  re- 
serves) may  be  shown  either  as  part  of  premiums  reserves  or  loss 
reserves;  in  the  one  case  increases  in  such  reserves  are  deducted 
from  premiums,  in  the  other  case  added  to  losses. 

Blue  Cross-Blue  Shield  include  with  claims  expense  the  esti- 
mated claims  expense  which  will  arise  from  reported  and  un- 
reported admissions  during  the  accounting  period,  but  generally 
no  other  items;  insurance  companies  include  with  incurred  losses 
the  same  items  but  also  increases  in  contingency  reserves,  e.g., 
reserves  against  increased  losses  in  the  future  due  to  an  epidemic 
or  the  increase  in  average  age  of  an  insured  group.  Blue  Cross- 
Blue  Shield  consider  the  difference  between  earned  subscription 
income  and  the  sum  of  claims  expense  and  operating  expense,  as 

■  Insurance  companies  operate  differently  from  Blue  Cross-Blue  Shield  plans 
in  that  premiums  for  A  &  H  insurance  are  generally  payable  annually.  These 
premiums  become  earned  only  as  insurance  protection  is  provided  through  the 
period  covered  by  the  policy.  Hence  at  any  given  time  the  companies  have  on 
hand  "unearned"  premiums,  placed  in  an  unearned  premium  reserve,  from 
which  they  derive  investment  income.  Blue  Cross-Blue  Shield  group  premiums 
are  paid  monthly  and  hence  the  plans  do  not  have  unearned  premium  reserves. 
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net  gain  from  underwriting  and  add  this  amount  to  reserves;  in- 
surance companies,  by  and  large,  make  provision  for  reserves  by 
deducting  appropriate  amounts  from  earned  premiums  or  adding 
appropriate  amounts  to  incurred  losses,  and  their  "net  gain"  is 
what  remains  after  account  has  been  taken  of  these  items. 

The  following  data  for  1962  for  13  of  the  15  largest  writers  of 
group  A  &  H  and  for  1963  for  14  of  the  15  largest  writers,  taken 
from  the  table  in  the  annual  statement  entitled,  ''Analysis  of 
Operations  by  Line,"  gives  a  more  nearly  complete  picture  of 
operating  results: 


1962  1963 
(13  companies)  ( 14  companies) 


Amount 

Percent 

A  J. 

Amount 

  , 

Percent 

( millions ) 

( millions ) 

Income,  total 
Premiums  and 

$2,058 

100.0 

$2,635 

100.0 

considerations 

2,031 

2,592 

Investment  income 

26 

41 

Other  income 

1 

2 

Benefit  expense,  total 

1,796 

87.3 

2,313 

87.8 

Benefits 

1,780 

2,296 

Transfers  on  account  of 

group  package  policies 

and  contracts 

-17 

-  24 

Increases  in  reserves 

28 

41 

Other  loss  items 

5 

Operating  expense 

210 

10.2 

256 

9.7 

Net  gain  before  dividends  

52 

66 

Dividends 

40 

f.9 

42 

f.6 

Net  gain  before  income  tax  __. 

12 

24 

Income  tax  =i 

12 

.5 

Net  gain  after  income  tax   

12 

.6 

12 

.5 

Aggregate  reserves 

287 

368 

'  Payable  for  the  fiist  time  in  i;iH3. 
'*  Exclusive  of  capital  Kains  and  losses. 


It  will  be  seen  that  investment  income  and  transfers  counter- 
balanced increases  in  reserves  and  gave  the  companies  a  net  gain 
on  overall  operations. 

Table  7  shows  the  countrywide  underwriting  experience  in  1962 
for  group  A  &  H  business  of  the  44  companies,  ranked  in  order 
of  premium  volume,  which  are  the  largest  writers  of  group  A  &  H 
business  licensed  in  the  District  of  Columbia."  These  data  have 


One  company  which  did  not  repoi  t  on  the  Life  and  A  &  H  form  in  1962, 
used  this  fonn  in  1963.  This  company  in  1963  had  total  income  of  $395  million 
including  investment  income  of  $6  million,  total  benefit  expense  of  $355 
million,  and  net  gain  before  income  tax  of  $4  million. 

'•'  Exclusive  of  three  Canadian  companies.  Of  the  50  largest  writers  of 
group  A  &  H  as  listed  by  the  National  Underwriter,  three  are  not  licensed  in 
D.  C.  and  three  are  Canadian  companies. 
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been  compiled  from  the  annual  statement  submitted  by  each  com- 
pany to  the  D.  C.  Department  of  Insurance.  These  44  companies 
in  1962  wrote  approximately  80  percent  of  all  group  A  &  H 
business. 

The  loss  and  expense  ratios  for  these  companies  dilfer  slightly, 
but  only  slightly,  from  the  Spectator  data  for  588  companies  set 
forth  above.  For  these  44  companies,  losses  incurred  amounted 
to  88.8  percent  of  earned  premiums  after  dividends,  and  expenses 
amounted  to  11.6  percent,  the  combination  of  losses  and  expenses 
being  0.4  percent  larger  than  premiums.'"  Of  the  44  companies, 
over  half  (25)  reported  an  underwriting  loss  for  this  line  of  busi- 
ness in  1962  and  the  44  companies  as  a  whole  reported  an  under- 
writing loss  of  $3.6  million — a  little  more  than  one-tenth  of 
one-percent  of  earned  premiums  after  dividends. 

As  shown  earlier  the  underwriting  gain  or  loss  (after  deduction 
of  dividends)  is  not  the  simple  resultant  of  the  subtraction  of  the 
sum  of  losses  and  expenses  from  earned  premiums  after  dividends, 
though  it  is  for  a  majority  of  the  companies.  The  items  for  some 
companies  reported  as  ''increases  or  decreases  in  special  reserves," 
''transfers  from  package  policies,"  etc.,  affected  the  net  under- 
writing gain.  The  total  of  such  items  for  the  44  companies  was 
a  net  gain  of  $8.5  million  (which  in  the  final  accounting  had  the 
same  effect  as  an  increase  of  this  amount  in  premiums  or  a  de- 
crease in  losses  incurred).  Without  these  items  the  net  under- 
writing loss  for  the  44  companies  would  have  been  approximately 
$12  million  or  .4  of  one-percent  of  earned  premiums  after  divi- 
dends. Again  the  reader  is  cautioned  to  bear  in  mind  that  these 
figures  do  not  take  account  of  investment  income. 

For  the  44  companies  the  breakdown  of  operating  expenses  (see 
table  8)  was  as  follows: 

Percent  of 
earned  premiums 
after  dividends 


Total  operating-  expenses   ^  11.6 

Claims  adjustment  (allocated  and  unallocated)   1.7 

Commissions   .   2.4 

Other  acquisition  and  field  supervision   2.1 

General  administration    (including  inspection  and 

bureau  expense)    3.1 

Taxes,  licenses,  and  fees   2.4 


Items  do  not  add  to  total  because  of  rounding. 


Part  of  the  difference  between  these  figures  and  the  Spectator's  is  due  to 
the  fact  that  the  latter's  group  of  companies  includes  more  small  companies, 
and  smaller  companies  tend  to  have  smaller  loss  and  larger  expense  ratios 
than  the  larger  companies. 
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All  insurance  companies  pay  premium  taxes  on  group  and  indi- 
vidual accident  and  health.  These  vary  somewhat  from  State  to 
State,  but  in  general  range  from  2  to  3  percent. 

Among  the  44  com.panies  the  loss  ratio  in  this  year  ranged  from 
a  low  of  59.6  percent  to  a  high  of  99.7  percent.  The  operating 
expense  }-ati()  ranged  from  0.5  percent  (for  a  company  which 
largely  confines  its  group  business  to  reinsurance)  to  34,5  per- 
cent."" The  distribution  of  the  44  companies  according  to  ratio  of 
expenses  to  earned  premiums  aftei*  dividends  was  as  follows: 


Total   44 

Under  5  percent   2 

5.0-9.9   8 

10.0-14.9   17 

15.0-19.9   9 

20.0-24.9    6 

25  and  over   2 


Group  Hospital-Surgical-Medical  Expense  Insurance 

No  precise  data  are  available  on  the  proportion  of  the  total 
group  A  &  H  premiums  and  losses  arising  from  policies  covering 
(a)  hospital-surgical-medical  expense  and  (b)  accidental  death 
and  dismemberment  and  disability,  respectively,  nor  on  the  com- 
parative financial  experience  for  the  two  segments  of  business. 
The  only  data  presently  available  on  these  matters  are  the  esti- 
mates which  the  Health  Insurance  Association  of  America  an- 
nually makes  for  the  Office  of  Research  and  Statistics  of  the  Social 
Security  Administration. 

In  making  the  estimates  here  shown  the  HIAA  starts  with  the 
totals  of  group  premiums  written  and  losses  incurred  for  all  insur- 
ance companies  as  shown  by  the  National  Underwriter  compila- 
tions. It  adjusts  these  to  eliminate  the  Canadian  business  of  U.  S. 
companies  and  the  U.  S.  business  of  Canadian  companies.  It  then 
deducts  premiums  and  estimated  losses  for  accidental  death  and 
dismemberment  insurance  as  shown  by  the  Association's  annual 
survey  of  group  insurance,  and  the  premiums  and  losses  of  the 
two  insurance  companies  (HSI  and  MIA)  owned  by  Blue  Cross 
and  Blue  Shield.  The  data  on  premiums  written  are  then  con- 
verted to  premiums  earned  on  the  basis  of  ratios  from  the  experi- 
ence of  25  large  life  insurance  companies.  From  the  resulting 
figures  are  deducted  estimated  dividends  paid  to  policyholders. 

The  Association's  own  annual  survey  of  group  business  shows 
premiums  written  by  line,  that  is,  hospital,  surgical,  regular  medi- 
al Companies  newly  entered  into  group  A  &  H  and  striving  hard  to  build  up 
business  may  initially  have  a  high  operating  expense  ratio. 
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Table  8. — Breakdown  of  operating  expenses  of  44  of  the  50  largest  writers  of 

group  A  &  H,  1962 


Percent  of  i)remiums  after  div 

idcnds 

! 

Other 

acquisition 

Claims 

ana  neld 

Genera! 

Taxes. 

c 

Total 

adjust- 

Commis- 

super- 

adminis- 

licenses. 

c2 

Company 

expenses 

ment 

sions 

vision 

tration 

and  fees 

Total,  44  companies  

11.6 

1.7 

2.4 

2.1 

3.1 

2.4 

1 

Metropolitan  Life   

7.8 

1.9 

0.6 

0  7 

U.I 

2.3 

2.3 

2 

9.7 

1  3 

1.7 

2.7 

1.4 

2.7 

3 

Travelers  

9.1 

1.6 

1.7 

.9 

2.7 

2.2 

4 

Equitable  Society  

11.3 

1.2 

1.4 

1.5 

5.2 

2.1 

5 

Prudential  of  America   

10.5 

1.9 

1.5 

1.0 

3.7 

2.4 

6 

Connecticut  General  Life  

14.2 

2.0 

2.8 

2.7 

4.2 

2.5 

7 

Continental  Casualty  

20.1 

2.0 

7.6 

5.9 

2.4 

2.2 

8 

John  Hancock  Mutual  Life  

11.2 

1.2 

1.5 

2.0 

4.5 

2.1 

9 

Occidental  Life  of  California  _ 

9.0 

1.0 

2.0 

1.0 

3.0 

2.0 

10 

Provident  Life  and  Accident  . 

10.3 

2.2 

1.3 

1.2 

3.2 

2.4 

11 

New  York  Life  

16.8 

3.3 

3.2 

3.8 

4.3 

2.3 

12 

Continental  Assurance  

11.0 

1.0 

4.0 

1.0 

3.0 

2.0 

13 

Lincoln  National  Life  

11.3 

1.5 

4.9 

1.3 

1.6 

2.0 

14 

Union  Labor  Life  

7.3 

1.0 

1.2 

,2 

2.9 

15 

Mutual  of  Omaha  

10.0 

1  7 

2  2 

1.4 

2.5 

2.2 

16 

Liberty  Mutual  

11.0 

2A 

.1 

3.2 

2.7 

2.6 

17 

Pacific  Mutual  Life  

12.0 

2  0 

2  0 

3.0 

3.0 

3.0 

18 

General  American  Life  

11.9 

1.7 

2.2 

2.7 

3.4 

1.8 

20 

Massachusetts  Mutual  Life  

18.6 

2,1 

5.7 

4.8 

3.7 

2.3 

21 

Bankers  Life  of  Iowa  

12.9 

2.0 

3.9 

1.7 

3.2 

2.1 

23 

Washington  National  

15.5 

2.8 

4.6 

5.2 

2.2 

24 

Nationwide  Mutual  

17.9 

2.1 

5.0 

6.2 

2.5 

2.1 

25 

Hartford  Life  

24.0 

4.0 

5.0 

4.0 

7.0 

3.0 

26 

Insurance  Company  of 

North  America   _ 

34.5 

3.0 

13.9 

7.6 

7.0 

3.0 

27 

Republic  National  Life 

10.2 

1.4 

1.8 

1.5 

3.1 

2.4 

28 

Business  Men's  Assurance  

19.2 

1.7 

T  8 

1.7 

5.8 

2.2 

29 

Benefit  Trust  Life  

10.8 

1.4 

2.1 

4 

4.9 

2.0 

30 

Zurich                              __  _- 

19.1 

2.9 

6.1 

5".3 

1.9 

2.9 

31 

Pilot  Life  _    -  -    _-       _  _ 

12.0 

(a) 

4  0 

5.0 

3.0 

33 

Lumbermen's  Mutual  Casualty 

20.0 

3.1 

9.5 

4.0 

1.7 

1.7 

34 

National  Casualty   _ 

24.1 

2.9 

15.3 

2.5 

1.1 

2.3 

35 

Mutual  Life  of  New  York   

21.8 

2.4 

5.7 

5.6 

5.4 

2.6 

37 

State  Mutual  Life   

19.4 

.9 

4.0 

5.1 

7.2 

2.3 

38 

Northeastern  Life  

9.0 

1.0 

2.0 

(a) 

2.0 

4.0 

39 

Employers  Mutual  Liability  __ 

14.2 

2.0 

.4 

8.2 

2.2 

1.4 

42 

Allstate  Insurance       _  _ _ 

3.5 

.1 

.2 

..5 

2.7 

4o 

Bankers  Life  and  Casualty  

..T 

3.0 

—  Ib.O 

7.7 

9  A 

44 

Protective  Life,  Alabama  _ 

9.9 

.1 

4.0 

.5 

3.5 

1.7 

*iO 

X^trW    H/Il^ldilU    IvlULUdl  Xjlie  

3.0 

5.6 

5.4 

7  4 

^  .o 

46 

American  Casualty  _ 

29.2 

2.6 

15.2 

4.7 

3.6 

3.1 

47 

Paul  Revere  Life   _ 

14.5 

3.0 

3.2 

1.3 

4.9 

2.1 

48 

United  States  Life,  New  York 

18.0 

1.0 

7.0 

1.0 

6.0 

3.0 

49 

Security  Mutual  Casualty  _ 

7.0 

5.3 

.7 

.6 

.4 

50 

American  Mutual  Liability  

16.1 

3.0 

.1 

6.2 

4.0 

2.8 

^  Less  than  one-tenth  of  one  percent. 

Source:  Annual  statement  of  each  company  filed  with  the  District  of  Columbia  Department 
of  Insurance.  List  of  50  largest  writers  from  the  Health  Insurance  Revierc,  (Sales  and  Survey 
Number)  April  1963. 


cal  and  major  medical  expense,  and  wage  replacement.  These  fig- 
ures are  adjusted  so  that  they  total  to .  the  figures  previously 
arrived  at  for  total  premiums  earned  less  dividends.  The  Associa- 
tion's benefit  survey  shows  benefits  paid  by  the  diflferent  lines  and 
these  also  are  adjusted  so  that  they  total  to  the  losses  incurred  as 
previously  calculated. 
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The  1962  data  thus  calculated  showing  premiums  earned  after 

dividends  and  benefits  (losses)  incurred  by  line  are  as  follows: 

Premiums 

earned  after  Losses  Loss 

di\idends  incurred  ratio 

(millions)  (millions)  (percent) 

Total  group  A  &  H 


(excluding  accidental  death 
and  dismemberment) 

$3,474 

$3,054 

87.9 

Hospital-surgical-medical 

2,708 

2,453 

90.6 

Hospital 

1,283 

1,243 

96.9 

Surgical 

519 

415 

80.0 

Medical 

153 

128 

83.7 

Major  medical 

753 

667 

88.6 

Wage  replacement 

766 

601 

78.5 

Hospital-surgical-medical  expense  premiums  thus  constitute  ap- 
proximately 78  percent  and  wage  replacement  premiums  approxi- 
mately 22  percent  of  all  group  A  &  H  premiums,  exclusive  of 
accidental  death  and  dismemberment  insurance.  Loss  ratios  are 
distinctly  higher  for  the  hospital-surgical-medical  than  for  the 
wage  replacement  share  of  the  business.  The  loss  ratio  for  hospital 
expense  coverage — 96.9  percent — is  particularly  high. 

According  to  the  Spectator  aggregates,  expenses  under  group 
A  &  H  insurance  amounted  to  13.0  percent  of  earned  premiums 
after  dividends.  It  is  generally  considered  that  the  operating  ex- 
pense ratio  on  surgical  and  medical  coverage  is  higher  than  on 
hospital  coverage  (as  with  Blue  Cross-Blue  Shield)  and  that  ma- 
jor medical  is  the  most  costly  to  administer.  Probably  for  all 
hospital-surgical-medical  insurance  together  the  operating  ex- 
pense ratio  is  not  much  different  from  that  under  wage  replace- 
ment insurance — premium  taxes  are  identical,  and  so  are 
commissions. 

When  the  HIAA  data  are  used  with  an  operating  expense  ratio 
of  13  percent,  the  following  estimate  of  underwriting  results  un- 
der the  hospital-surgical-medical  expense  segment  of  group  A  &  H 
is  obtained: 

Ratio  to  earned 
premiums  aftei* 
Amount  dividends 

(millions)  (percent) 


Earned  premiums  after  dividends   $2,708  100.0 

Losses  incurred  (benefit  expense)   2,453  90.6 

Operating  expense   352  13.0 

Net  gain  or  loss  from  underwriting   —97  —3.6 


As  previously  discussed,  investment  income,  transfers  of  in- 
come under  group  package  policies,  and  increases  in  reserves  influ- 
ence the  overall  operating  results.   The  data  suggest  that  the 


27 


companies  may  be  subsidizing  hospital-surgical-medieal  insurance 
through  other  lines  of  insurance. 


Experience  in  1963 

The  Spectator  aggregates  for  588  companies  for  1963  group 
A  &  H  business  were  as  follows:  ^- 


Preminms  earned  

Dividends  to  policyholders  

Premiums  earned  less  dividends 

Losses  incurred  

Expenses  incurred  

Underwriting  profit  


Ratio  to  earned 
premiums  less 


Amount 

dividends 

(millions) 

(percent) 

$3,964 

53 

3,910 

100.0 

3,449 

88.2 

512 

13.1 

-50 

-1.3 

The  HIAA,  using  these  figures,  appropriately  adjusted,  and  the 
data  from  its  own  surveys  of  premiums  written  and  benefits  paid 
derives  the  following  estimates  for  the  various  lines  of  group 
A  &  H: 


Premiums 

earned  after 

Losses 

Loss 

dividends 

incurred 

ratio 

(millions) 

(millions) 

(percent) 

Total 

$3,676 

$3,273 

89.0 

Hospital-surg-ical-medical 

2,913 

2,671 

91.7 

Hospital 

1,385 

1,341 

96.8 

Surgical 

530 

438 

82.6 

Medical 

161 

140 

87.0 

Major  medical 

837 

752 

89.8 

Wage  replacement 

763 

602 

78.9 

As  compared  with  1962,  the  incurred  loss  ratios  are  a  little 
higher  both  on  the  hospital-medical  and  the  wage  replacement 
coverages. 

Assuming  as  before  that  the  operating  expense  ratio  for  the 
hospital-surgical-medical  coverage  is  the  same  as  for  all  group 
A  &  H,  the  underwriting  experience  on  the  hospital-surgical- 
medical  coverage  is  estimated  as  follows: 


Earned  premiums  less  dividends 

Losses  incurred   

Operating  expense  

Net  loss  from  underwriting  

12  19 6 4.  Health  Insurance  Index. 


Amount 

(millions) 

$2,913 
2,671 
382 
-140 


Ratio  to  earned 
premiums  less 
dividends 

(percent) 

100.0 

91.7 

13.1 
-4.8 
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INDIVIDUAL  INSURANCE 

individual  A  &  H  as  a  Whole 

The  Spectator's  aggregates  (588  companies)  for  1962  for  the 
four  lines  of  individual  A  &  H  were  as  follows: 


Premiums 

earned  less 

Losses 

Loss 

Line 

dividends 

incurred 

ratio 

(millions) 

(millions) 

( percent) 

Total 

$1,924 

$995 

51.7 

Accident  only 

210 

90 

42.9 

A  &  H 

543 

280 

51.6 

Xoncancellable  A  &  H 

374 

164 

44.0 

Hospital  and  medical  expense  

797 

460 

57.7 

These  figures  also  are  compiled  from  the  annual  statements  of 
the  companies  filed  with  the  State  Insurance  Departments.  Pre- 
sumably, the  companies  report  under  ''accident  only,"  policies 
which  provide  indemnities  for  loss  of  life,  dismemberment  and/or 
loss  of  time  resulting  from  accidents.  Some  of  these  policies  pro- 
vide for  reimbursement  of  hospital  and  medical  expenses  neces- 
sitated by  the  accident.  Presumably,  the  companies  report  under 
"accident  and  health,"  policies  (other  than  noncancellable  ones) 
which  provide  benefits  in  event  of  time  lost  because  of  sickness 
and  accident.  Some  policies  of  this  nature  also  include  hospital 
and  medical  expense  benefits,  for  example,  a  50  to  100  percent 
extra  indemnity  when  the  disabled  person  is  in  a  hospital. 

"Noncancellable  A  &  H"  includes  two  types  of  policies:  Non- 
cancellable  and  guaranteed  renewable.  The  first  off'ers  guaranteed 
coverage  at  guaranteed  premiums ;  the  latter,  guaranteed  coverage 
only. 

Noncancellable  policies  give  the  insured  the  right  to  continue 
the  coverage  for  a  substantial  period  of  time  by  the  timely  pay- 
ment of  premiums  agreed  upon  in  advance.  The  premiums  may 
be  level  for  life  or  go  up  by  age  brackets.  The  company  may  not 
cancel,  at  least  up  to  a  specified  age  (usually  age  50,  sometimes 
60  to  65)  and  the  insured  has  the  right  of  renewal  at  guaranteed 
premium  rates.  Generally  such  policies  cover  loss  of  income  or 
accidents  only. 

Guaranteed  renewable  policies  may  be  terminated  only  by  the 
insured  and  are  guaranteed  renewable  (up  to  50,  60,  65  or  for 
life) ;  however,  the  company  reserves  the  right  to  change  the  pre- 
mium for  all  policies  of  a  specified  class,  though  not  for  any 
individual  policyholder.  Generally  these  policies  cover  hospital- 
surgical-medical  expense  only.  Companies  hesitate  to  write  non- 
cancellable  policies  (guaranteed  coverage-guaranteed  premium) 
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covering  hospital-surgical-medical  expense  because  of  the  difficulty 
of  predicting  future  hospital  and  medical  costs. 

Because  of  the  level  premium  feature  of  noncancellable  policies, 
the  annual  statement  form  provides  for  an  optional  calculation  of 
loss  ratios  and  a  separate  entry  for  showing  reserves  on  such 
policies.  There  appears  to  be  considerable  difference  in  the  prac- 
tices of  companies  with  respect  to  the  classification  in  their  annual 
statements  of  guaranteed  renewable  policies;  some  include  them 
with  the  noncancellable,  others  include  them  with  the  hospital  and 
medical  expense  category. 

The  final  category,  hospital  and  medical  expense,  consists  of 
policies  providing  only  hospital-surgical-medical  expense  benefits. 
Probably  most  "guaranteed  renewable"  policies  covering  hospital 
and  medical  expense  are  included  under  the  ''noncancellable 
A  &  H"  classification. 

The  figures  compiled  by  the  writer  from  the  Spectator  Insur- 
ance by  States  show  the  following  distribution  of  all  individual 
A  &  H  business  by  line  for  the  United  States  (i.e.,  exclusive  of 
Canada,  Puerto  Rico,  and  the  possessions)  in  1962: 


Direct 

premiums 

earned 

Distribu- 

before 

Losses 

Loss 

tion  of 

Line 

dividends 

incurred 

ratio 

premiums 

( millions) 

(millions) 

( percent) 

(percent) 

Total 

.  $1,966 

$1,004 

51.1 

100.0 

Accident  only 

186 

85 

45.7 

9.5 

A  &  H 

536 

267 

49.8 

27.3 

Noncancellable  A  &  H 

407 

172 

42.3 

20.7 

Hospital  and  medical  expense  — 

837 

480 

57.3 

42.6 

These  figures  do  not  differ  markedly  from  the  Spectator  figures 
given  above.  It  will  be  noted  that  the  latter  shows  a  larger  volume 
of  accident  only;  and  a  lower  volume  of  ''noncancellable  A  &  H." 
This  difference  is  due  almost  entirely  to  the  fact  that  one  company 
which  showed  over  $30  million  in  noncancellable  premiums  in  its 
annual  statement  requested  the  Spectator  in  its  Health  Insurance 
Index  to  show  this  business  as  "accident  only."  The  published 
Spectator  aggregate  of  premiums  earned  are  after  dividends  to 
policyholders;  the  above  are  before  dividends.  Dividends  on 
individual  A  &  H  policies  are  not  large — $12  million  in  1962. 

Tables  9,  10,  and  11  provide  more  detailed  information  on  indi- 
vidual A  &  H  insurance,  which  will  be  helpful  as  background  be- 
fore considering  the  hospital-surgical-medical  expense  component 
of  this  business.  Table  9  shows  for  the  50  largest  writers  of  indi- 
vidual A  &  H  their  premiums  earned,  losses  incurred,  and  loss 
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Table  10. — Percentage  distribution  of  individual  A  &  H  premiums,  by  line,  of 
the  50  largest  writers  of  individual  A  &  H,  by  size  group,  1962 


Line 


First  ten 


Second  ten 


Third  ten 


Fourth  ten 


Fifth  ten 


Total 


-I 


100.0 


100.0 


100.0 


100.0 


100.0 


Accident  only  ! 

Accident  and  health  

Noncancellable  A  &  H  

Hospital  and  medical  


5.8 
27.2 
23.5 
43.5 


12.0 
26.6 
24.4 
37.0 


15.8 
34.9 


7.1 
25.9 
31.4 
35.6 


11.2 
35.8 
27.7 

25.3 


ratios  for  the  four  separate  lines.' ■  These  companies  write  ap- 
proximately 73  percent  of  all  individual  A  &  H.  It  will  be  seen 
that  the  large  writers  of  individual  A  &  H  vary  widely  in  the  dis- 
tribution of  their  business  among  the  four  separate  lines.  Some 
of  the  largest  writers,  for  example,  show  practically  no  non- 
cancellable  accident  and  health  business;  other  companies  by  con- 
trast show  very  little  "hospital  and  medical  expense"  business  but 
large  amounts  of  noncancellable  A  &  H.  It  appears  that  some  com- 
panies are  showing  under  noncancellable  A  &  H  insurance  hospital 
and  medical  expense  policies  which  in  effect,  are  similar  to  those 
which  other  companies  are  showing  under  hospital  and  medical 
expense.  From  Table  10  it  will  be  seen  that  the  very  largest  com- 
panies tend  to  write  proportionately  more  hospital  and  medical 
expense  and  less  accident  only  policies  than  the  smaller  companies. 

The  Spectator  aggregates  for  588  companies  show  that  in  1962 
for  all  individual  A  &  H  insurance,  losses  incurred  amounted  to 
51.7  percent,  expenses  incurred  to  46.1  percent,  and  underwriting 
profit  to  2.2  percent  of  earned  premiums  after  dividends.  A  more 
detailed  picture  of  operating  results  under  individual  A  &  H  is 
given  in  Table  11,  which  presents  data  for  each  of  the  50  largest 
writers.  Among  these  companies  the  ratio  of  incurred  losses  to 
earned  premiums  ranged  from  a  low  of  31.5  percent  to  a  high  of 
75.1  percent;  the  ratio  of  expenses  to  premiums  earned  ranged 
from  28.8  percent  to  71.0  percent;  and  the  underwriting  profit  or 
loss  ratio  ranged  from  —10.9  to  +17.5  percent.  (Underwriting 
losses  are  apt  to  be  incurred  by  companies  newly  entering  the  field 
or  rapidly  increasing  their  volume  of  business  because  of  initial 
expenses  for  organization  and  field  representatives  and  the  rela- 
tively large  commissions  payable  out  of  first  year  premiums.)^-* 


Compiled  from  data  in  Argus  Chart  of  Health  Insurance,  1963. 

Commissions  on  individual  A  &  H  policies  are  mainly  on  a  nonlevel  basis, 
the  soliciting  agent  receiving,  say,  40  percent  of  the  premium  for  the  first 
policy  year,  15  or  20  percent  in  the  second  policy  year  and  10  percent  each 
year  thereafter  without  limit.  The  general  agent  typically  receives  a  commis- 
sion (additional  to  that  above)  of  10  percent  of  the  premiums  for  the  first 
year  and  5  percent  in  the  second  and  subsequent  years. 
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Table  11. — Individual  A  &  H  underwriting  experience  of  the  50  largest 

writers  of  individual  A  &  H,  1962 

(amounts  in  thousands) 


c 


Company 


Premiums 
i  earned 


Losses  incurred 


Amount   Ratio  ■' 


Expenses 


Amount  i  Ratio 


Net  gain  from 
underwriting- 


Amount  Ratio  " 


1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 


Total 


SI, 370. 345   I  S718.396 


Mutual  of  Omaha  

Bankers  Life  and  Casualty  

Prudential  of  America  

Metropolitan  Life  

Continental  Casualty  

Reserve  Life,  Texas   

United  of  America   

Combined  of  America   

Travelers   

Monarch  Life   

Washington  National   

American  Republic,  Iowa  

Independent  Life  and  Accident  

National  Life  and  Accident  

Paul  Revere  Life  

Beneficial  Standard  Life  

New  York  Life  

Aetna  Life  

Life  of  Georgia  

American  National,  Texas  

Lincoln  National  Life  

Provident  Life  and  Accident  

Standard  Life  and  Accident  

Massachusetts  Protective   

National  Casualty  

Constitution  Life   

World   

Connecticut  General  Life  

Business  Men's  Assurance  

Benefit  Trust  Life  

Mutual  Life  of  New  York  

Pyramid  Life,  Kansas  

Massachusetts  Indemnity  and  Life  __ 

Nationwide  Mutual   

Occidental  Life  of  California  

Interstate  Life  and  Accident  

Globe  Life  and  Accident  

Woodmen  Accident  and  Life  

North  American  Company, 

L.,  A.  and  H.  

Inter-Ocean   

John  Hancock  Mutual  Life  

Federal  Life  and  Casualty  

Independence  Life  and  Accident  

Guarantee  Trust  Life  

Time   

Loyal  Protective  Life   

Hearthstone   

Old  Equity  Life  

Pacific  Mutual  Life  

Commercial  Trav.  Mut.  Acc.  


219.390 
124,959 
105,497 
105,867 
94,003 
51.351 
53,277 
42,137 
37.672 
29.120 
30,492 
29,140 
29,351 
28,298 
22,893 
19,339 
17.992 
16.789 
13.376 
13.527 
11.906 
12.622 
13.573 
11,736 
11.439 
11,538 
10,868 
10.520 
11.139 
10.722 
10.262 
9.423 
9.642 
9.646 
9,090 
9,593 
9,286 
8,752 

8,173 
8.491 
7,795 
8,180 
8.327 
8.396 
8.063 
7.234 
7.330 
7,308 
7,527 
7,294 


138.604 
78.265 
49.361 
54.714 
50,718 
31,288 
18,591 
14,807 
19,011 
14,786 
14,191 
19,214 
14,275 
12.870 
10,894 
8,228 
8,821 
7.896 
5,840 
5.465 
5.897 
6.379 
4,250 
5,901 
5,796 
7,635 
5.463 
4.700 
6,625 
5.865 
5.388 
5.170 
3.893 
4.617 
4.145 
3.587 
4,785 
4.90.- 

4,143 
4,071 
3,011 
3,976 
3,659 
4,254 
4.521 
3.324 
2.378 
3.475 
3.263 
5.481 


52.4    i  S608.137  44.4 


63.2 
62.6 
46.8 
51.7 
54.0 
60.9 
34.9 
35.1 
50.5 
50.8 
46.5 
65.9 
48.6 
45.5 
47.6 
42.5 
49.0 
47.0 
43.7 
40.4 
49.5 
50.5 
31.3 
50.3 
50.7 
66.2 
50.3 
44.7 
59.5 
54.  V 
52.5 
54.9 
40.4 
47.9 
45.6 
37.4 
?.  1 . 5 
66.0 

50.7 
47.9 
38.6 
48.6 
43.9 
50.7 
56.1 
45.9 
32.4 
47.6 
43.4 
75.1 


84.859 
44,338 
50,162 
56,259 
36,453 
16,330 
27,878 
21,426 
19.079 
12.541 
15.267 
8,903 
13.619 
12,778 
10.768 
8,268 
8,018 
8.926 
7.646 
6.080 
6.528 
5,077 
8,476 
3,782 
5.841 
4.173 
5.315 
6.229 
4.441 
4.842 
5,992 
3,989 
4,651 
-.389 
4,756 
.^.443 
4-395 
1.018 

3.848 
4.276 
5.531 
4,164 
4.404 
3,946 
3.156 
3.732 
3.835 
3,601 
3,610 
2,100 


.S43,795 


3.2 


38.7 
35.5 
47.5 
53.1 
38.8 
31.8 
52.3 
50.8 
50.6 
43.1 
50.1 
30.6 
46.4 
45.2 
47.0 
42.8 
44.6 
53.2 
57.2 
44.9 
54.8 
40.2 
62.4 
32.2 
51.1 
36.2 
48.9 
59.2 
39.9 
45.2 
58.4 
42.3 
48.2 
45.5 
52.3 
56.7 
47.3 
45.9 

47.1 
50.4 
71.0 
50.9 
52.9 
47.0 
39.1 
51.6 
52.3 
49.3 
48.0 
28.8 


-4,073 
2,356 
5,974 

-5,106 
6,832 
3,733 
6,808 
5,904 
—418 
1.793 
1,034 
1,023 
1,457 
2,650 
1,231 
2,843 
1,153 
—33 

—  110 
1,965 

—519 
1.166 

847 
2,053 

—  198 
—270 

90 
—409 
73 
15 

-1,118 
264 
1,098 
640 
189 
563 
106 

—  171 

182 
144 

—747 
40 
265 
196 
^  386 
178 

1.117 
232 
654 

—287 


—  1.9 
1.9 
5.7 

—4.8 
7.3 
7.3 
12.8 
14.0 
-1.1 
6.2 
3.4 
3.5 
5.0 
9.4 
5.4 
14.7 
6.4 
—.2 
—.8 
14.5 
—4.4 
9.2 
6.2 
17.5 

—  1.7 
—2.3 

.8 

—3.9 
.7 
.1 

-10.9 
2.8 
11.4 
6.6 
2.1 
5.9 
1.1 

—2.0 

2.2 
1.7 

—9.6 
.5 
3.2 
2.3 
4.8 
2.5 
15.2 
3.2 
8.7 

—3.9 


"  To  premiums  earned. 

Source:  Compiled  from  data  in  Argus  Chart  of  Health  Insurance,  196.3. 
Health  Insurance  Review  (Sales  and  Survey  Number),  April  1963. 


List  of  50  largest  writers  from 


All  of  the  above  data  relate  to  underwriting*  experience  and  do 
not  take  account  of  other  items  entering  into  overall  operating  re- 
sults, the  chief  of  which  is  investment  income.  Complete  data  on 
operating  results  for  all  companies  are  not  available.  However  the 
following  data  will  help  to  give  an  approximate  picture.  These 
data  show  operating  results  with  respect  to  the  individual  A  &  H 
business  of  the  same  13  and  14  companies  for  which  data  on  group 
business  were  given  earlier  on  page  18.  These  companies  wrote 
approximately  30  percent  of  all  individual  A  &  H  in  1962  and 
33  percent  in  1963. 
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1962  1963 
(13  companies)  (14  companies) 

Amount      Percent         Amount  Percent 


(millions) 

(millions) 

Income,  total 

$573 

100.0 

$681 

100  0 

Premiums  and  considerations- 

560 

Investment  income 

13 

Other  income 

Benefit  expense,  total 

319 

55  7 

OOLd 

Benefits 

277 

347 

— 

Increases  in  reserves 

39 

35 

Other  loss  items 

3 

Operating  expense 

246 

42.9 

286 

42  0 

Net  gain  before  dividends 

8 

13 

Dividends 

7 

1.2 

8 

1.2 

Net  gain  before  income  tax  

1 

5 

Income  tax 

2 

.3 

Net  gain  after  income  tax  '  

1 

.2 

3 

.4 

Aggregate  reserves 

286 

345 

The  company  included  in  l!i63  but  not  in  lit62  had  in  l!tS3  a  total  income  of  ^42  million, 
including  %\  million  of  investment  income,  total  benefit  expense  of  $21  million,  operatinK  ex- 
pense of  $20  million,  and  net  Rain  after  income  tax  of  $1  million,  and  aKKi-e^ate  reserves  of 
^21  million. 

'•  Payable  for  the  first  time  in  15)63. 

'■  Exclusive  capital  pains  and  losses. 

For  these  companies  investment  income  alone  made  the  differ- 
ence between  a  net  loss  and  a  net  gain.  Net  gains  before  or  after 
Federal  income  tax  were  relatively  small.  However  it  is  impos- 
sible to  evaluate  net  gains  without  consideration  of  increases  in 
reserves  which  give  future  opportunity  for  investment  income 
and  capital  gains. 

Hospital-Surgical-Medical  Insurance 

With  this  background,  consideration  can  now  be  given  to  the 
hospital-surgical-medical  expense  component  of  individual  A  &  H. 
How  much  of  all  individual  A  &  H  represents  hospital-surgical- 
medical  expense  insurance  and  what  are  the  operating  results 
under  it? 

All  of  the  $837  million  of  earned  premiums  for  the  "hospital 
and  medical  expense"  line  as  compiled  from  Spectato?-  Insurance 
by  States,  can  be  considered  rightfully  to  belong  in  the  Hospital- 
Surgical-Medical  category.  How  much  of  the  $407  million  of 
"noncancellable  A  &  H"  also  is  for  hospital-surgical-medical 
expense  coverage?  In  order  to  ascertain  this,  data  were  obtained 
from  12  companies  as  to  the  proportion  of  their  "noncancellable 
A  &  H"  earned  premiums  volume  which  represented  hospital- 
surgical-medical  expense  coverage  and  accident  and  disability 
coverage,  respectively.  These  12  companies  had  in  1962  $256 
million  of  earned  "noncancellable  A  &  H"  premiums,  over  three- 
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fifths  of  the  total  for  all  companies.  For  some  of  these  companies 
the  breakdown  was  obtained  from  a  listing  of  A  &  H  policies 
showing  premiums  and  losses,  included  with  the  company's  1963 
annual  statement  filed  with  the  D.  C.  Department  of  Insurance.^  ■ 
For  a  few  large  companies  whose  statements  did  not  include  such 
listings,  data  were  obtained  through  correspondence. 

For  these  12  companies  it  was  found  that  57  percent  of  their 
total  *'noncancellable  A  &  H"  premium  volume  was  for  hospital- 
surgical-medical  expense  coverage  and  43  percent  for  accident  and 
time  loss  coverage.  (Practically  none  was  for  policies  covering 
both  risks).  x\ssuming  the  same  ratio  to  hold  for  the  smaller 
companies,  it  would  appear  that  in  1962  approximately  $232 
million  of  the  $407  million  of  noncancellable  A  &  H  earned  pre- 
miums was  for  hospital-surgical-medical  expense  coverage.  Add- 
ing this  to  the  $837  million  of  "hospital  and  medical  expense" 
coverage  gives  a  total  of  $1,069  million  in  earned  premiums  as 
the  hospital-surgical-medical  expense  component  of  individual 
A  &  H  business.  Incurred  losses  for  this  component  work  out  to 
$578  million.^^ 

Another  approach  to  estimation  of  the  volume  of  hospital- 
surgical-medical  expense  coverage  under  individual  A  &  H  is  that 
used  by  the  HIAA  in  developing  its  annual  estimate  of  premiums 
and  benefit  expenditures  by  line.  In  making  its  estimates  for  1962 
it  used  data  from  the  Spectator  aggregates  in  conjunction  with 
data  from  its  own  annual  survey  of  benefits  paid  under  individual 
A  &  H,  the  findings  of  which  for  1962  were  as  follows: 


Total  benefits  paid  millions  $852 

Hospital  expense  benefits   350 

Surgical  expense  benefits   98 

Medical  expense  benefits   15 

Major  medical  expense  benefits   56 

Wage  replacement    333 


The  HIAA  then  projected  these  figures  so  that  they  accumu- 
lated to  the  Spectator  totals  for  losses  incurred,  after  adjustment 
for  Canadian  business.  Applying  a  loss  ratio  factor  of  50.75 — 
their  estimate  of  the  loss  ratio  for  all  individual  A  &  H  business 
in  the  United  States — the  HIAA  arrived  at  the  following  esti- 
mates of  premiums  earned  after  dividends  and  losses  incurred: 

1^'-  New  York  and  possibly  other  States  requires  such  a  listing  and  some 
companies  include  the  listing  in  their  statements  filed  with  all  States. 

$480  million  of  incurred  losses  under  hospital  and  medical  expense  policies 
plus  57  percent  of  incurred  losses  ($172  million)  under  noncancellable  A  &  H. 
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Premiums 
earned 
after 


Losses 
incurred 

( millions) 


Loss 
ratio 

(percent) 


Type  of  benefit 


dividends 

(millions) 


Total 


$1,809 


$918 


50.75 


Hospital-surgical-medical 


1,102 
743 
209 
32 
118 
707 


559 
377 
106 
16 
60 
359 


50.75 
50.75 
50.75 
50.75 
50.75 
50.75 


Hospital 
Surgical 
Medical 


Major  medical 
Wage  replacement 


These  and  similarly  computed  estimates  for  other  years  are 
the  figures  used  in  the  annual  articles  published  in  the  Social 
Security  Bulletin  on  private  consumer  expenditures  for  medical 
care  and  voluntary  health  insurance.  These  figures  include  bene- 
fits paid  for  reimbursement  of  medical  expenses  under  accident 
policies  amounting  to  $27.2  million  in  1962.''  Premiums  for  such, 
protection  are  estimated  at  $54.  Such  benefits  and  premiums  are 
not  included  in  the  estimates  derived  earlier  because  the  primary 
concern  in  this  paper  is  with  insurance  policies  that  provide 
general  coverage  of  illness.  If  these  amounts  are  deducted  from 
the  HIAA  estimates,  premiums  and  losses  under  individual  in- 
surance policies  providing  general  coverage  of  illness  and  injury 
would  be  as  follows : 

Premiums   $1,048  million 

Incurred  losses   532  million 

These  estimates  are  fairly  close  to  those  previously  derived, 
i.e.,  premiums  and  losses  under  "hospital  and  medical  expense" 
policies  plus  estimated  premiums  and  losses  under  noncancellable 
policies  providing  this  coverage.  This  general  agreement  would 
seem  to  support  the  validity  of  both  estimates. 

Use  of  the  data  from  Spectator  Insurance  by  States  makes  pos- 
sible the  estimates  of  premiums  and  losses  by  region  which  are 
set  forth  in  Section  V.  In  order  to  maintain  consistency  between 
the  national  and  regional  data  the  latter  estimates  will  be  used  in 
the  remainder  of  this  report. 

Table  12  shows  the  "Hospital  and  Medical  Expense"  under- 
writing experience  of  29  of  the  40  largest  writers  of  individual 
A  &  H  (the  29  companies  are  those  of  the  40  largest  writers 
which  were  licensed  in  the  District  of  Columbia  in  1962).  These 
29  companies  had  earned  ''hospital  and  medical  expense"  pre- 
miums equal  to  45  percent  of  the  estimated  premium  volume  of 
all  companies  for  this  line.  The  figures  are  not  fully  representa- 
tive of  those  for  all  companies  since  they  are  heavily  weighted  by 

1'  Source  Book  of  Health  Infiurance  Data,  1963,  p.  51. 
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the  data  for  the  two  largest  writers — Mutual  of  Omaha  and 
Bankers  Life  and  Casualty — which  have  incurred  loss  ratios 
somewhat  higher  than  those  of  most  other  companies. 

It  will  be  seen  that  for  these  29  companies  the  incurred  loss 
ratio  was  60.6  percent  (with  a  range  of  23  to  92  percent),  the 
expense  ratio  was  40.4  percent  (with  a  range  of  18.5  to  66.6 
percent),  and  net  gain  from  underwriting  was  minus  1.0  percent 
of  premiums  earned  after  dividends  (dividends  paid  on  these 
policies  being  in  the  aggregate  negligible).  Of  the  29  companies, 
16  had  a  net  underwriting  loss. 

The  table  also  shows  a  breakdown  of  expenses  of  these  com- 
panies. Almost  half  of  all  expenses  (19.2  percent  of  premiums) 
is  for  commissions,  with  "other  acquisition  and  field  supervision" 
expenses  amounting  to  another  7.8  percent  of  premiums. 

To  estimate  the  underwriting  experience  under  the  hospital- 
surgical-medical  expense  component  of  individual  A  &  H,  it  is 
necessary  to  combine  the  experience  under  the  ''hospital  and 
medical  expense"  line  and  that  under  the  noncancellable  line. 
This  procedure  yields  the  following  estimate  for  hospital  and 
medical  expense  insurance  under  individual  policies: 

Ratio  to 
earned 
Amount  premiums 

(millions)  (percent) 

Earned  premiums  before  dividends   $1,069  100.0 

Incurred  losses   578  54.1 

Operating  expense    ^  467  43.7 

Underwriting  gain   24  2.2 

•'■  Calculated  by  assuminjr  an  operating  expense  ratio  for  the  "hospital  and  medical  expense" 
line  of  43  percent  and  of  46.1  percent  for  the  hospital  and  medical  expense  component  of 
"noncancellable  A  &  H."  The  Spectator  a^grregates  for  the  088  companies  show  an  operatinfr 
expense  ratio  for  all  lines  of  individual  A  &  H  business  of  46.1  percent.  The  writer's  own  data 
for  the  29  larjfest  writers  of  hospital  and  medical  expense  show  an  operating  expense  ratio  of 
40.4  percent.  Hence  an  in-between  figure  of  43  percent  for  this  line  for  all  companies  seemed 
reasonable. 

Experience  in  1963 

The  196 J/.  Spectator  Health  Insurance  Index  shows  the  following 
aggregates  for  588  companies  for  individual  A  &  H  for  1963 : 


Premiums 
earned 
less 
dividends 
(millions) 

Total   $2,094.9 


Losses  incurred 


Expenses  incurred      Underwriting  profit 


Accident  only    184.8 

A  &  H   550.5 

Noncancellable  A  &  H  487.4 
Hospital  and  medical 

expense    872.3 


Amount 
(millions) 

$1,113.3 


78.8 

296.6 
218.4 

519.5 


Ratio 
( percent) 

53.1 


42.6 
53.9 
44.8 

59.6 


Amount 
( millions) 

S958.0 


in 
c^) 


Ratio 
( percent) 

45.7 


Amount 
( millions) 

.$23.6 


in 

(^) 
C) 


Ratio  •' 
( percent) 

1.1 


(^) 

in 


"  To  premiums  earned  less  dividends. 

By  subtraction  of  group  from  the  total. 
'  Data  not  available. 
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Data  were  obtained  for  19  of  the  20  largest  writers  of  non- 
cancellable  A  &  H  as  to  the  proportion  of  their  premium  volume 
on  this  line  in  1963  which  consisted  of  hospital-medical  coverage, 
of  accident-disability  coverage,  and  of  both  coverages  combined. 
(This  information  was  obtained  for  some  companies  doing  busi- 
ness in  New  York  State,  through  the  courtesy  of  the  New  York 
State  Department  of  Insurance  which  extracted  data  from  the 
listing  of  policies  supplied  in  the  Annual  Statement;  for  member 
companies  of  the  HL4A  not  licensed  in  New  York  through  letters 
from  the  HIAA ;  and  for  the  remaining  companies  through  letters 
from  the  writer) .  For  these  19  companies,  which  had  a  premium, 
volume  of  noncancellable  A  &  H  equal  to  75  percent  of  the  total, 
it  was  found  that  of  the  earned  premiums  before  dividends,  60 
percent  were  for  hospital-medical  policies,  35  percent  for  dis- 
ability-accident policies,  and  the  remaining  5  percent  for  policies 
covering  both  hospital-medical  expense  and  accident-disability  or 
for  which  the  company  was  unable  to  give  a  breakdown. 

Application  of  the  60  percent  to  the  total  noncancellable  A  &  H 
business  yields  an  estimate  of  $292  million  of  earned  premiums 
after  dividends  and  $131  million  of  incurred  losses  under  policies 
giving  general  coverage  of  hospital-surgical-medical  expense. 
Adding  these  to  the  premiums  and  losses  reported  for  ''hospital 
and  medical  expense"  policies,  and  making  use  of  the  expense 
ratio  for  all  individual  A  &  H  gives  the  following  estimate  of 
underwriting  experience  in  1963  for  hospital-surgical-medical 
coverage  under  individual  A  &  H: 


The  HIAA  estimates  for  1963  of  premiums  and  losses  for  hos- 
pital-medical coverage  under  individual  policies  were  $1,223 
million  of  earned  premiums  after  dividends,  $661  million  of 
incurred  losses,  and  a  loss  ratio  of  54  percent.  Adjusting  these  to 
eliminate  reimbursement  of  medical  expenses  under  accident 
policies,  yields  an  estimate  of  $1,170  million  of  earned  premiums 
and  $632  million  of  losses,  both  of  which  are  very  close  to  the 
estimates  derived  by  the  other  approach. 

[Note:  For  summary  financial  data  for  1964  on  the  hospital- 
surgical-medical  expense  insurance,  both  group  and  individual,  see 
appendix  table  A9.] 


Amount 

I  millions) 


Ratio  to 
earned 
premiums 


(percent) 


Earned  premiums  after  dividends  

Incurred  losses  

Operating:  expense   

Underwriting  gain  


$1,165 
650 
532 
—17 


100.0 
56.8 
45.7 

—1.5 
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III.   INDEPENDENT  PLANS 


xhere  are  some  800  so-called  independent  health  insurance 
plans,  that  is,  all  organizations  which  directly  provide  or  pay  for 
health  services  for  a  defined  population  group  and  which  are  not 
Blue  Cross  or  Blue  Shield  plans  or  insurance  companies.' 

These  plans  are  of  five  main  types:  (1)  community -consumer — 
plans  designed  to  serve  the  general  community  or  a  particular 
consumer  group  (e.g.,  the  members  of  a  cooperative)  and  con- 
trolled by  persons  responsive  to  the  community  or  consumer 
group;  (2)  employ ey^-employee-union — plans  set  up  to  serve  a 
particular  group  of  employees  or  union  members  and  in  most 
cases  their  dependents,  and  operated  by  a  jointly  (employer- 
union)  managed  welfare  fund  or  by  the  employer,  an  employee 
association  or  a  union;  (3)  medical  society,  not  Blue  Shield — 
plans  serving  the  general  community  and  sponsored  by  State  or 
local  medical  societies,  but  not  affiliated  with  Blue  Shield;  (4) 
dental  society — plans  serving  the  general  community  and  spon- 
sored by  State  or  local  dental  societies,  and  (5)  private  group 
clinic — plans  operated  by  a  private  group  clinic  of  physicians 
and/or  dentists. 

The  Office  of  Research  and  Statistics  of  the  Social  Security 
Administration  annually  makes  a  survey  of  independent  health 
insurance  plans.  Every  second  or  third  year  the  survey  covers  all 
known  plans  of  this  type.  In  the  in-between  years  the  survey  is 
confined  to  about  30  of  the  larger  plans  which  together  have  more 
than  50  percent  of  the  enrollment  in  all  plans.  These  surveys 
obtain  data  on  enrollment  of  the  plans  for  the  various  services 
and  on  income,  benefit  expenditures,  and  operating  costs.  The 
data  on  the  finances  of  independent  plans  here  provided  are  based 
on  the  survey  of  all  plans  made  in  1962  (to  obtain  1961  data) 
and  on  data  for  1962  for  the  larger  plans  which  were  surveyed  in 
1963.  The  1961  data  for  all  plans  were  adjusted  on  the  basis  of 
changes  in  the  larger  plans  from  1961  to  1962. 

'  Exclusive  of  university  and  college  student  health  services,  that  is, 
programs  under  which  certain  health  services  are  provided  to  students  on 
a  prepayment  basis. 
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Table  13  shows  the  estimated  income,  benefit  expenses,  adminis- 
trative expense,  and  net  income  of  all  independent  health  insur- 
ance plans  in  1962.  Included  are  the  estimated  income  and  bene- 
fit and  administrative  expenses  of  college  and  university  student 
health  services.  It  will  be  seen  that  the  plans  had  a  total  income 
of  $482  million,  benefit  expenditures  of  $438  million,  operating 
expenses  of  $32  million,  and  net  income  (mainly  additions  to 
reserves)  of  $12  million.  Benefit  expenditures  amounted  to  90.9 
percent  of  earned  income,  operating  expenses  to  6.7  percent,  and 
net  income  to  2.5  percent. 

These  figures  may  be  misinterpreted  and  misused  unless  the 
reader  has  an  understanding  for  each  group  of  plans  of  how  the 
figures  are  developed. 

Approximately  one-third  of  the  income  of  all  independent  plans 
is  made  up  of  the  income  of  the  community-consumer  plans.  Six 
plans — Kaiser  Foundation  Health  Plan  (serving  California,  Ore- 
gon, and  Hawaii),  Group  Health  Insurance,  Inc.  (New  York 
City) ,  Health  Insurance  Plan  of  Greater  New  York,  Group  Health 
Cooperative  of  Puget  Sound  (Seattle,  Washington),  Community 
Health  Association  (Detroit)  and  Group  Health  Association 
(Washington,  D.  C.) — have  over  80  percent  of  the  income  of  the 
community-consumer  plans.  In  the  case  of  all  of  these  plans 
except  Group  Health  Cooperative  of  Puget  Sound  and  Group 
Health  Association  of  Washington,  D,  C,  there  is  an  organiza- 
tion separate  and  distinct  from  the  hospitals  and  physicians  pro- 
viding service  which  makes  payments  to  hospitals  and  medical 
groups  for  service.  Here  all  of  the  operating  expenses  of  this 
organization  represent  expenses  for  the  operation  of  a  prepay- 
ment plan.  These  operating  expenses  (consisting  largely  of 
expenses  for  selling  and  enrollment,  collection  of  subscription 

Table  13. — Financial  experience  of  independent  health  insurance  plans,  by- 
type  of  plan,  1962  ^ 


(Amounts  in  millions) 


Benefit 

expenditures 

Operating  expense 

Net  income 

Percent 

Percent 

Percent 

Earned 

of 

of 

of 

Plan 

income 

Amount 

income 

Amount 

income 

Amount 

income 

Total  

$482.2 

.S437.9 

90.9 

S32.1 

6.7 

S12.2 

2.5 

Community   _ 

164.0 

151.2 

92.2 

9.0 

5.5 

3.8 

2.8 

Medical  society  not 

Blue  Shield  

19.2 

17.6 

91.7 

1.3 

6.8 

.3 

1.6 

Dental  society      _  _  _ 

2.4 

2. .3 

95.8 

.2 

8.3 

—.1 

—4.1 

Private  group  clinic 

10.6 

8.7 

82.1 

1.7 

16.0 

.2 

1.9 

Employer-employee-union  

278.0 

250.3 

90.0 

19.7 

7.1 

8.0 

2.9 

Student  health  services  

8.0 

7.8 

97.5 

.2 

2.5 

•'  These  data  differ  slightly  from  those  shown  in  Research  and  Statistics  Note  No.  7,  1963, 
"Independent  Health  Insurance  Plans,  1962,"  in  that  these  are  exclusive  of  plans  in  Puerto 
Rico. 
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payments,  maintaining  records  of  eligibility  and  paying  hospitals 
and  physicians)  are  similar  to  the  operating  expenses  of  the  Blue 
Cross  plans  and  insurance  companies,  and  are  fairly  comparable. 
However  in  some  of  the  plans  administration  includes  other 
functions  not  performed  by  the  Blue  plans  or  insurance  com- 
panies, for  example,  planning  of  new  service  centers. 

In  the  case  of  the  other  two  plans  the  situation  is  different. 
These  plans  directly  provide  service  through  their  own  facilities 
and  salaried  medical  and  dental  staffs.  They  perform  a  prepay- 
ment or  risk  sharing  service  but  they  also  provide  medical  care. 
Administration  is  concerned  not  only  with  enrollment  and  eligi- 
bility record  keeping  but  employment  of  physicians,  dentists,  and 
nurses,  standards  of  care,  maintenance  of  a  facility,  planning  for 
expansion  of  facilities,  and  other  functions.  The  whole  concept 
of  administrative  expense  in  these  plans  is  fuzzy.  (What  items 
are  to  be  included  in  administrative  expense  and  what  in  opera- 
tion of  the  health  center  as  a  whole?)  It  is  difficult  if  not  impos- 
sible for  these  plans  to  make  any  valid  separation  of  what  might 
be  considered  the  expenses  incurred  in  operating  the  prepayment 
aspects  of  the  plan  from  those  incurred  for  administration  of  the 
whole  organization  as  a  group  practice  medical  organization. 
The  data  on  "operating  expenses"  used  for  these  two  plans  is  that 
provided  by  the  plans ;  they  are  rough  approximations  only.  There 
are  a  number  of  other  community-consumer  plans  which  also 
directly  provide  service  through  their  own  facilities  and  staffs 
and  for  these  the  same  difficulties  apply.  Actually  for  plans  of 
this  type  probably  the  most  valid  data  are  simply  income  and 
total  expenses. 

The  figures  on  benefit  and  operating  expenses  for  the  group 
clinic  plans,  which  are  also  at  one  and  the  same  time  group 
medical  organizations  and  prepayment  organizations,  are  subject 
to  the  same  limitations. 

The  medical  society  plans  not  Blue  Shield  (becoming  of  minor 
importance  as  one  by  one  these  are  absorbed  in  Blue  Shield)  and 
the  dental  society  plans  are  all  discrete  prepayment  organizations 
and  their  data  on  benefit  and  operation  expenses  are  definite  and 
comparable  with  those  of  the  Blue  plans  and  insurance  companies, 

Emploj^er-employee-union  plans  have  incomes  constituting 
almost  three-fifths  of  the  income  of  all  independent  plans.  In  the 
case  of  many  of  these  plans  the  data  on  income,  operating  expen- 
ses, and  net  income  are  approximations. 

Most  of  these  plans  are  operated  by  union  welfare  funds  jointly 
managed  by  union  and  employer  trustees.  Many  of  these  funds 
provide  a  variety  of  benefits — pensions,  life  insurance,  disability, 
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and  health — some  directly  by  self-insurance,  others  through  pur- 
chase of  insurance.  Their  responses  to  the  Social  Security  Admin- 
istration survey  tend  to  show  a  single  amount  for  administra- 
tion. Hence  it  becomes  necessary  to  estimate  the  administrative 
expenses  for  the  self-insured  health  benefits  by  assuming  that 
these  are  in  the  same  proportion  to  the  total  administrative 
expenses  as  the  self -insured  health  benefits  are  to  the  total  of  ail 
benefits  provided.  The  results  may  be  faulty  in  that  the  actual 
expenses  of  administering  the  hospital-medical  benefits  may  be 
quite  different  from  those  of  administering  death  benefits  or  of 
buying  insurance,  though  it  is  probably  quite  fair  to  apportion 
the  cost  of  collecting  employer  contributions  and  maintaining 
records  of  eligibility  on  this  basis.  Similarly  income  and  net 
income  for  the  health  benefits  segment  of  the  fund's  operations 
has  been  estimated  in  an  analogous  way,  that  is  by  taking  a  pro- 
portion of  total  income  and  of  net  income,  respectively,  equal  to 
the  proportion  of  self-insured  health  benefit  expenditures  to  all 
benefit  expenditures. 

The  next  most  numerous  type  of  employer-employee-union 
plans  is  the  employer  m.anaged  or  operated  plans.  In  these  plans 
the  employer  provides  certain  health  benefits  to  his  employees 
(and  frequently  to  their  dependents)  and  assumes  the  full  cost  of 
providing  these  benefits  or  the  cost  over  and  above  specified  con- 
tributions paid  by  the  employees.  Many  of  the  reports  from  these 
employer  managed  programs  show  no  expenses  whatever  or  only 
very  small  expenses  for  administration.  Here  all  expenses  of 
administration  of  the  prepayment  health  plan  are  assumed  by  the 
employer  and  not  broken  out  of  his  costs  of  doing  business  (or 
only  the  salaries  of  the  employees  administering  the  program  are 
broken  out,  with  no  allocation  of  general  overhead).  The  absence 
of  valid  data  on  administrative  expense  in  these  plans  results  in 
an  understatement  of  administrative  expense  for  all  employer- 
employee-union  plans. 

The  difficulties  in  accurately  determining  administrative 
expense  are  further  com.pounded  where  a  labor  union,  a  union 
welfare  fund,  or  an  employer  directly  maintains  a  health  center 
which  provides  service  through  a  salaried  medical  and/or  dental 
staff. 

It  follov\^s  that  caution  should  be  exercised  in  comparing  the 
financial  experience  of  the  independent  plans  with  those  of  the 
Blue  plans  and  insurance  companies.  Many  of  these  plans  are 
essentially  different  in  nature  from  the  Blue  plans  or  insurance 
companies  and  the  concepts  of  income,  benefit  expense,  operating 
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expense,  and  net  income  which  have  meaning  for  the  latter  do  not 
really  apply  nor  have  the  same  meaning. 

Particularly,  one  should  be  cautious  in  drawing  conclusions 
from  the  data  for  the  employer-employee-union  plans  on  the  com- 
parative expense  of  providing  health  benefits  through  purchase  of 
insurance  or  through  self-insurance. 

[Note:  For  summary  financial  data  for  1964,  see  appendix  table 
A9.] 
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IV.   TOTALS  AND  COMPARISONS 


In  1962  the  earned  subscription  or  premium  income  (less  divi- 
dends to  policyholders  in  the  case  of  insurance  companies)  of  all 
health  insurance  organizations  amounted  to  $7,359  million  of 
which  $6,347  million  or  86.2  percent  was  used  for  claim  expense 
or  the  provision  of  health  services,  and  $1,043  million,  14.2  per- 
cent, for  operating  expenses,  leaving  a  net  underwriting  loss  of 
$31  million  or  0.4  percent  (see  Table  14).  Income  from  other 
sources,  mainly  income  from  interest  or  investment  of  reserves 
(data  on  this  are  not  available  for  insurance  companies)  would 
change  the  underwriting  loss  into  a  net  gain  overall. 

In  1963,  earned  subscription  or  premium  income  was  9  percent 
higher — $8,013  million ;  the  benefit  or  claim  expense  ratio  was  a 
little  higher — 87.2  percent;  the  expense  ratio  was  slightly 
higher — 14.5  percent ;  and  the  net  underwriting  experience  for  all 
organizations  as  a  whole  was  unfavorable — an  underwriting  loss 
of  $131  million,  or  1.6  percent  of  premium  income. 

In  1962,  Blue  Cross-Blue  Shield  received  42.1  percent  of  pre- 
mium income,  insurance  companies  51.3  percent  (36.8  group  and 
14.5  percent  individual),  and  the  independent  plans  6.6  percent. 
In  1963  Blue  Cross-Blue  Shield  increased  their  proportion  to  42.6 
percent,  the  insurance  company  share  declined  slightly  to  50.9, 
and  the  independent  plan  share  also  declined  slightly  to  6.5 
percent. 

The  Blue  Cross  plans  in  1962  paid  out  94.5  percent  of  sub- 
scription income  in  benefits,  had  operating  expenses  of  4.8  per- 
cent and  an  underwriting  gain  of  .8  percent  of  subscription 
income,  and  had  an  overall  net  income  of  1.9  percent  of  total 
income  (subscription  plus  other  income).  The  Blue  Shield  plans 
had  a  claims  expense  ratio  of  89.2  percent,  operating  expenses  of 
9.3  percent,  an  underwriting  gain  of  1.5  percent  of  subscription 
income,  and  had  an  overall  net  income  of  2.6  percent  of  total 
income.  For  both,  the  claims  expense  ratio  in  1963  was  a  little 
higher,  the  operating  expense  ratio  a  little  lower,  and  net  under- 
writing gain  and  net  income  a  little  smaller. 

Insurance  companies  on  group  policies  covering  hospital-  surgi- 
cal-medical expenses  had  a  total  premium  income  after  dividends 
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of  $2,708  million;  used  an  estimated  90.6  percent  for  claims 
expense,  including  increases  in  contingency  reserves  and  13.0 
percent  for  operating  expenses  (including  State  premium  taxes 
and  fees)  ;  and  showed  a  net  underwriting  loss  of  $97  million,  or 
3.6  percent  of  premiums.  Complete  data  on  overall  operating 
results,  including  such  factors  as  investment  income,  transfers  of 
income  under  group  package  policies,  increases  in  special  reserves, 
etc.,  are  not  available  for  all  companies  but  data  for  the  largest 
writers  indicate  that,  in  the  net,  such  items  tend  to  offset  the 
underwriting  loss.  In  1963,  premium  income  was  8  percent 
greater  than  in  1962;  the  claims  expense  ratio  was  higher;  the 
operating  expense  ratio  about  the  same ;  and  the  net  underwriting 
loss,  according  to  these  estimates,  was  $142  million  or  almost  5 
percent  of  premium  income.  Again  this  is  not  the  full  story. 

Individual  hospital-surgical-medical  expense  policies  had  total 
earned  premiums  in  1962  of  $1,069  million  of  which  $578  million 
or  54.1  percent  went  for  claims  (including  increases  in  contin- 
gency reserves)  and  $467  million — 43.7  percent — for  operating 
expenses,  leaving  a  net  underw^riting  gain  of  2.2  percent.  In  1963, 
the  claims  expense  ratio  was  55.8  percent  and  the  operating 
expense  ratio  (assumed  to  be  same  as  for  all  individual  A  &  H) 
45.7  percent,  resulting  in  a  net  underwriting  loss  of  1.5  percent. 
Much  or  all  of  this  would  be  cancelled  out  by  investm.ent  income. 

It  should  be  understood  that  all  of  these  figures  are  estimates. 
Furthermore,  insurance  companies  have  a  leeway  in  the  handling 
of  reserves  which  permits  them,  within  very  definite  limits,  to 
increase  claims  expense  by  increasing  reserves  and  thus  to  show  a 
smaller  net  gain  (or  even  a  net  loss)  and  vice  versa.  However,  the 
figures  on  operating  expense  are  definite. 

Independent  plans  in  1962  had  a  total  income  (including  extra 
charges  for  services)  of  $482  million  of  which  90.9  percent  was 
used  to  directly  provide  or  pay  for  health  services,  and  6.6  per- 
cent was  for  operating  expenses  (probably  this  is  an  understate- 
ment of  true  operating  expense).  Net  income — differences  be- 
tween income  and  expense — in  this  year  was  2.5  percent.  In 
1963  income  was  higher  but  otherwise  the  general  picture  was 
the  same. 

In  comparing  the  operating  expense  ratios  of  the  Blue  Cross 
and  Blue  Shield  plans  and  insurance  companies  a  number  of 
factors  should  be  borne  in  mind. 

Insurance  companies  pay  State  premium  taxes  and  fees  amount- 
ing to  approximately  2.4  percent  on  group  policies  and  2.7  percent 
on  individual  policies.    Only  a  very  few  Blue  Cross  and  Blue 
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Shield  plans  and  probably  none  of  the  independent  plans  are 
required  to  pay  such  taxes.' 

Group  business  of  insurance  companies  includes  all  group 
coverage  in  force  except  those  policies  on  very  small  groups 
(under  five  or  ten  employees  or  so)  Vv^hich  are  usually  considered 
as  individual  business.  Blue  Cross  and  Blue  Shield  is,  in  a  sense, 
a  mixture  of  group  and  individual  coverage.  (In  1962,  71  percent 
of  Blue  Cross  mem.bers  were  under  group  contracts  and  29  per- 
cent under  nongroup  (individual  pay  direct)  contracts;  the 
proportions  were  about  the  same  for  Blue  Shield).  The  Blue 
Cross  and  Blue  Shield  plans  have  not  developed  separate  operating 
expense  data  for  their  group  and  nongroup  operations,  but 
obviously  the  nongroup  segment  is  much  more  expensive  to 
administer. 

The  high  operating  expenses  for  individual  policies  of  insurance 
companies — about  45  percent  of  premium  income — reflect  the 
high  cost  of  selling  and  administering  health  insurance  on  an 
individual  basis.  Blue  Cross  and  Blue  Shield  plans  tend  to  keep 
these  costs  within  m^anageable  limits  partly  because  most  of  their 
nongroup  business  represents  group  conversions  (i.e.,  people  who 
enrolled  on  a  group  basis  but  left  their  enrollment  group) .  Most 
Blue  Cross  and  Blue  Shield  plans  do  not  extensively  seek  to  enroll 
people  on  an  individual  contract  basis ;  if  they  did,  their  acquisi- 
tion and  total  operating  expenses  would  be  considerably  larger. 

The  administrative  activities  performed  under  the  group  busi- 
ness of  insurance  companies  and  under  Blue  Cross-Blue  Shield 
are  not  the  same.  Most  Blue  Cross  and  Blue  Shield  plans  do 
virtually  all  the  work  of  claim  administration  for  their  enrolled 
participants.  They  keep  records  of  persons  eligible  for  benefits, 
confirm  to  hospitals  the  eligibility  of  patients  for  benefits,  and  pay 
hospitals  and  physicians  for  services  provided  to  members.  By 
contrast,  under  many  group  insurance  contracts  covering  large 
groups  of  employees,  the  insured  employer  or  welfare  fund  per- 
forms much  of  the  work  of  claim  administration.  The  insured 
company  or  welfare  fund  provides  to  employees,  when  they  or 
their  dependents  have  been  admitted  to  the  hospital,  a  statement 
which  indicates  that  they  are  insured  and  the  benefits  for  which 
they  are  eligible.  Frequently  the  insured  organization  approves 
and  pays  claims.  Thus,  the  administrative  expenses  of  Blue  Cross 
and  Blue  Shield  represent  virtually  the  full  cost  of  administration 
of  the  prepayment  program.   In  the  case  of  the  group  insur- 

'  Since  1963  insurance  companies  pay  Federal  income  taxes;  the  Blue 
plans  do  not.  This  item,  of  course,  affects  net  gain  and  net  operating 
expense. 
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ance  contracts  of  insurance  companies,  a  considerable  share  of  the 
cost  of  administration  is  borne  by  the  insured  organizations. 

The  fact  that  Blue  Cross  has  contractual  relations  with  hospi- 
tals tends  to  simplify  administrative  procedures ;  the  same  may  be 
true  though  in  lesser  degree  as  regards  Blue  Shield. 

It  costs  approximately  14  cents  out  of  every  dollar  that  people 
spend  for  health  insurance  to  have  the  benefits  of  this  insurance— 
in  other  words  this  is  the  amount  used  for  operating  expenses  of 
all  health  insurance  organizations.  Net  gain  is  not  included  in 
these  figures.  (In  the  case  of  Blue  Cross  and  Blue  Shield,  net 
income  is  added  to  reserves  and  such  reserves  are  available  to 
pay  future  benefits.  In  a  sense  the  same  is  true  regarding  mutual 
insurance  companies  but  not  stock  companies.) 

Given  things  as  they  are,  the  individual  health  insurance  busi- 
ness of  insurance  com.panies  does  enable  many  people  to  obtain 
health  insurance  (or  to  supplement  their  group  contracts)  who 
would  otherwise  not  be  able  to  obtain  it,  for  this  type  of  coverage 
is  really  not  offered  (or  at  any  rate  aggressively  sold)  by  other 
health  insurance  organizations.  Nevertheless,  inherently  such 
policies  would  seem  to  be  a  rather  wasteful  way  of  accomplishing 
a  social  objective — bringing  health  insurance  to  as  many  people 
as  possible. 

The  extent  and  adequacy  of  health  insurance  is  a  matter  of 
continuing  national  concern  and  full  information  on  the  financial 
aspects  of  health  insurance  is  desirable.  Consequently,  it  is  a 
matter  of  concern  that  better  overall  financial  data  are  not  avail- 
able for  the  hospital  and  medical  insurance  of  insurance  com- 
panies. It  should  not  be  necessary  to  rely  on  estimates. 

The  reports  submitted  by  the  insurance  companies  to  the  State 
Insurance  Departments  have  been  primarily  designed  to  enable 
the  Department  to  determine  the  solvency  of  the  companies  and 
their  ability  to  meet  future  obligations.  In  the  case  of  health 
insurance,  the  public  interest  goes  beyond  solvency,  important  as 
that  is,  to  the  question  of  effectiveness  in  serving  a  public  need. 
One  way  in  which  better  data  on  the  finances  of  hospital-surgical- 
medical  expense  insurance  might  be  made  available  would  be  for 
the  State  Insurance  Departments  to  make  changes  in  the  report- 
ing forms  so  as  to  require  separate  data  on  hospital-surgical- 
medical  insurance  and  on  wage  loss  and  accident  insurance. 
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V.   HEALTH  INSURANCE  PREMIUMS  AND 
BENEFIT  EXPENDITURES  BY  REGION 

There  is  considerable  interest  in  data  by  region  and  State  on 
the  premium  or  subscription  income  and  the  benefit  expenditures 
of  health  insurance  organizations.  Premium  income,  of  course, 
represents  consumer  expenditures  for  health  insurance.  The 
regional  data  presented  in  this  section  have  been  developed  in 
partial  response  to  this  need.  The  data  are  estimates  only. 

Tables  15  and  16  show  1962  subscription  or  premium  income 
and  benefit  expenditures,  respectively,  of  the  three  types  of  health 
insurance  organizations  by  region.  Table  17  shows  per  capita 
income  and  benefit  expense  by  region  and  Table  18  shows  the 
percentage  shares  of  the  various  types  of  health  insurance  organi- 
zations in  total  income  and  benefit  expenditures  by  region. 

These  data  have  been  developed  from  several  series  of  data. 
Regional  data  for  Blue  Cross  and  Blue  Shield  plans  have  been 
compiled  from  the  data  for  the  individual  plans  as  published  by 
the  Blue  Cross  and  Blue  Shield  national  associations.^  All  dupli- 
cation resulting  from  the  fact  that  a  few  plans  are  affiliated  with 
both  Blue  Cross  and  Blue  Shield,  and  report  data  on  total  opera- 
tions to  both  national  organizations,  has  been  eliminated. 

Table  15. — Premium  income  of  all  health  insurance  organizations,  by 

region,  1962 


(In  millions) 


Region 

Total 

Blue  Cross-Blue  Shield 

Insurance  companies 

Inde- 
pend- 
ent 
plans 

Total 

Blue 
Cross 

Blue 
Shield 

Total 

Group 

Indi- 
vidual 

United  States  

.S7,345.8 

.$3,086.1 

$2,230.7 

S973.9 

$3,777.5 

$2,708.0 

$1,069.5 

$482.2 

New  England  _  _ 

482.4 

277.9 

188.1 

89.8 

199.3 

160.0 

39.3 

5.2 

Middle  Atlantic 

1,732.6 

887.5 

647.3 

240.2 

691.8 

557.1 

134.7 

153.3 

East  North  Central  __ 

1.768.6 

811.6 

596.9 

214.7 

909.4 

689.3 

220.1 

47.6 

West  North  Central  _ 

588.2 

222.8 

154.7 

68.1 

337.3 

197.8 

139.5 

28.1 

South  Atlantic 

797.8 

273.2 

195.2 

96.4 

477.3 

293.9 

183.4 

47.3 

East  South  Central  

335.4 

124.4 

115.6 

97.3 

189.7 

113.1 

76.6 

21.3 

West  South  Central 

468.1 

146.0 

122.9 

34.8 

310.8 

191.8 

119.0 

11.3 

Mountain  _ 

244.7 

94.8 

57.2 

37.6 

128.3 

84.8 

43.5 

21.6 

Pacific          _  _ 

927.it 

248.0 

152.9 

95.0 

533.5 

420.3 

113.2 

146.4 

-■'  Does  not  include  HSI-MIA. 


^  Blue  Cross  and  Blue  Shield  Fact  Book,  1962. 
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Table  16. — Benefit  expense  of  all  health  insurance  organizations,  by 

region,  1962 


(In  millions) 


Blue  Cross  Blue 

Shield  ■■' 

Insurance  companies 

■ 

Inde- 

pend- 

Blue 

Blue 

Indi- 

ent 

Region 

Total 

Total 

Cross 

Shield 

Total 

Group 

vidual 

plans 

United  States  

.$6,334.2 

$2,865.7 

$2,103.7 

.$868.7 

$3,030.6 

$2,452.9 

$578.2 

$437.9 

New  England 

429.6 

263.7 

182.1 

81.7 

161.0 

i  

141.2 

19.8 

4.9 

Middle  Atlantic 

1.511.0 

818.4 

607.9 

210.5 

554.2 

485.4 

68.8 

138.4 

East  North  Central 

1.558.9 

774.2 

578.5 

195.7 

741.2 

619.4 

121.8 

43.5 

West  North  Central  ___ 

486.2 

199.6 

139.4 

60.1 

261.0 

178.7 

82.3 

25.6 

South  Atlantic  

661.2 

252.6 

184.6 

84.1 

365.2 

270.3 

94.9 

43.4 

East  South  Central  

277.3 

113.2 

105.5 

87.5 

144.6 

102.6 

42.0 

19.5 

V  est  South  Central  — _ 

392.4 

134.6 

113.7 

31.1 

247.5 

181.5 

66.0 

10.3 

Mountain   

213.3 

89.7 

54.8 

34.9 

103.8 

79.1 

24.7 

19.8 

Pacific 

804.4 

219.7 

136.6 

83.0 

452.1 

394.3 

57.8 

132.6 

»  Does  not  include  HSI-MIA. 


The  data  for  group  hospital-surgical-medical  expense  insurance 
by  insurance  companies  are  based  on  data  for  group  accident  and 
health  insurance  given  in  the  Spectator  Company's  publication, 
Spectator  Insurance  by  States,  adjusted  to  reflect  the  hospital- 
surgical-medical  expense  component  of  this  insurance.  The  Spec- 
tator data  show  a  total  of  $3,547  million  of  direct  premiums 
earned  and  $3,070  million  of  losses  incurred  under  group  A  &  H 
insurance  in  the  United  States  (exclusive  of  Puerto  Rico  and  the 
various  possessions).  The  HIAA  estimates  of  group  earned  pre- 
miums (after  dividends)  and  losses  incurred  under  hospital- 
surgical-medical  expense  coverage  were  $2,708  million  and 
$2,453  million,  respectively. 

Regional  data  were  developed  from  the  data  of  the  Spectator 
publication  and  these  were  adjusted  so  that  they  totalled  to  the 
above  figures,  i.e.,  by  applying  to  the  data  for  each  region  76.4 
percent  in  the  case  of  premiums  and  79.9  percent  in  the  case  of 
losses  incurred.  In  other  words,  it  is  assumed  that  76  percent  of 
the  premium  volume  of  group  insurance  in  each  region  repre- 
sents premiums  for  hospital-surgical-medical  insurance,  the 
remainder  being  premiums  for  disability  and  accidental  death  and 
dismemberment  insurance.  The  weakness  of  this  procedure,  of 
course,  is  that  the  relative  proportions  of  hospital-surgical- 
medical  expense  coverage  and  of  disability  and  accidental  death 
and  dismemberment  coverage  may  vary  from  region  to  region. 

The  data  on  hospital-surgical-medical  expense  insurance  under 
individual  policies  of  insurance  companies  are  also  based  pri- 
marily upon  those  in  Spectator  Insurance  by  States.  From  the 
data  shown  in  this  publication  for  the  "hospital  and  medical 
expense"  line,  all  data  for  Blue  Cross  and  Blue  Shield  plans  and 
similar  hospital  and  medical  organizations  have  been  subtracted. 
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The  resulting  data  ($837  million  for  the  United  States)  are  for 
insurance  companies  only.  These  figures  relate  to  hospital  and 
medical  expense  insurance  only  and  may  be  accepted  as  quite 
accurate. 

Regional  data  were  developed  from  the  Spectator  data  and  to 
the  regional  data  totals  were  added  57  percent  of  the  premium 
volume  and  incurred  losses  under  ''noncancellable  A  &  H"  insur- 
ance in  that  region.  (On  the  basis  of  figures  for  12  companies 
writing  over  three-fifths  of  all  "noncancellable  A  &  H"  insurance, 
it  was  earlier  estimated  that  57  percent  of  this  insurance  covered 
hospital-surgical-medical  expense.)  This  procedure  assumes  that 
the  hospital-surgical-medical  expense  component  of  ''noncan- 
cellable  A  &  H"  insurance  is  a  uniform  57  percent  in  each  region. 
Of  course,  it  does  vary.  However,  the  greater  part  of  this  line  of 
insurance  is  written  by  large  insurance  companies  which  operate 
in  all  States  and  which  sell  the  same  types  of  policies  the  country 
over  through  nationally  directed  agencies  and  sales  forces. - 
Presumably  therefore  the  emphasis  given  to  sale  of  hospital- 
surgical-medical  expense  policies  by  these  companies  would  be 
about  the  same  the  country  over.  The  estimated  total  for  hospital- 
surgical-medical  expense  insurance  under  individual  policies  is 
$1,069  million.  Since  $837  million  of  this  is  definitely  known  for 
each  region  and  only  $232  million  is  estimated,  it  may  be  assumed 
that  the  total  figures  of  individual  hospital-surgical-medical  insur- 
ance have  a  fair  degree  of  validity. 

The  data  for  independent  plans  are  estimates  based  on  the 
1962  survey  by  the  Office  of  Research  and  Statistics  of  independ- 
ent health  insurance  plans  (this  survey  obtained  data  for  1961) 
and  the  Office's  1963  survey  of  the  larger  plans.  Data  for  student 
health  services  have  been  included,  based  on  the  national  distribu- 
tion of  enrollment  in  institutions  of  higher  learning.  The  data 
are  to  be  regarded  as  approximations. 

The  totals  for  all  regions  add  up  substantially  to  the  totals  for 
each  type  of  insurance  organization  shown  in  Table  14.^  Regional 
data  have  been  developed  because  it  was  thought  that  estimates  by 
region  would  be  more  reliable  than  data  by  State. 

The  data  on  subscription  or  premium  income  and  on  benefit  ex- 
penditures become  more  meaningful  when  put  in  terms  of  per 

2  Two  companies,  Prudential  and  Metropolitan,  write  a  third  of  all  non- 
cancellable  A  &  H. 

3  The  data  for  Blue  Cross-Blue  Shield  are  not  the  same  because  data  for 
HSI  and  MIA  are  included  in  Table  14,  but  not  in  the  regional  distributions, 
State  distributions  of  the  business  of  the  two  organizations  not  being  avail- 
able at  the  time  these  tables  were  developed.  Any  inaccuracy  resulting  from 
the  omission  of  HSI  and  MIA  is,  of  course,  insignificant. 
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capita  of  the  population.  As  shown  in  Table  17,  per  capita  pre- 
mium income,  that  is,  expenditures  for  health  insurance,  which 
are  $39.98  for  the  Nation  as  a  whole,  vary  considerably  from 
region  to  region,  from  a  high  of  $49.35  in  the  Middle  Atlantic 
region  to  a  low  of  $26.76  in  the  West  South  Central  region.  In 
general,  per  capita  premium  income,  i.e.,  expenditures  for  health 
insurance,  are  high  in  the  more  prosperous  regions  and  low  in  the 
less  prosperous  regions.  The  main  exception  to  this  is  the  Pacific 
region,  where  per  capita  income  is  relatively  high  but  per  capita 
expenditures  for  health  insurance  are  less  than  in  the  North- 
eastern area  of  the  country. 

In  the  country  as  a  whole,  1.7  percent  of  personal  income  was 
spent  in  1962  for  health  insurance.  The  proportion  is  higher  in 
the  Middle  Atlantic  and  East  North  Central  States,  and  drops  to 
as  low  as  1.4  percent  in  the  West  South  Central  area.  These 
figures  confirm  what  is  known  from  other  sources,  namely  that  the 
extent  of  health  insurance  is  related  both  to  income  and  to 
urbanization  and  industrialization.  More  people  in  the  industrial- 
ized States  than  in  the  rural  States  have  health  insurance  because 
incomes  are  higher  and  a  larger  proportion  of  the  population 
can  be  enrolled  on  a  group  basis. 

As  shown  by  Table  17,  the  data  on  per  capita  expenditures  for 
health  insurance  are  quite  consistent  with  available  data  on  the 
proportion  of  the  population  with  hospital  insurance.^  New  Eng- 
land and  the  Middle  Atlantic  and  East  North  Central  States  are 
high  and  the  Southern  States  are  low  in  both  respects.  It  will  be 


Table  17. — Per  capita  premium  income  and  benefit  expense  of  health 
insurance  organizations,  and  per  capita  personal  income,  by  region,  1962 


Benefit 

Premium 

expense 

Percent  of 

income 

as  per- 

population 

Per  capita 

Per  capita 

Per  capita 

as  percent 

cent  of 

having 

Region 

premium 

benefit 

personal 

of  personal 

personal 

hospital 

income 

expense 

income 

income 

income 

insurance  ^ 

United  States  

S39.98 

$34.48 

82,366 

1.7 

1.5 

76-70 

New  England  _   

45.70 

40.70 

2,673 

1.7 

1.5 

83-76 

Middle  Atlantic 

49.35 

43.04 

2,738 

1.8 

1.6 

86-78 

East  North  Central  

48.14 

42.43 

2.504 

1.9 

1.7 

87-79 

West  North  Central  

38.07 

31.47 

2,259 

1.7 

1.4 

78-71 

South  Atlantic 

29.95 

24.82 

2,010 

1.5 

1.2 

69-62 

East  South  Central  

27.53 

22.76 

1,592 

1.7 

1.4 

63-56 

"West  South  Central  — 

26.76 

22.43 

1,888 

1.4 

1.2 

63-57 

Mountain  

33.52 

29.22 

2,179 

1.5 

1.3 

63-59 

Pacific  _    

41.66 

36.11 

2,777 

1.5 

1.3 

70-66 

^  From  Louis  S.  Reed,  The  Extent  of  Health  Insurance  Coverage  in  the  United  States,  Re- 
search Report  No.  10,  Division  of  Research  and  Statistics. 


See  The  Extent  of  Health  Insurance  Coverage  in  the  United  States, 
Research  Report  No.  10,  Office  of  Research  and  Statistics,  Social  Security 
Administration,  1965. 
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seen  that  the  difference  between  the  Northeastern  and  Southern 
States  in  the  percentage  of  the  population  with  some  type  of 
hospital  insurance  is  not  nearly  as  large  as  the  differences  in  per 
capita  expenditures.  This  suggests  that  the  content  of  health 
insurance  possessed  by  covered  persons  is  richer  in  the  North- 
eastern than  the  Southern  States. 

In  this  country  as  a  whole  Blue  Cross-Blue  Shield  subscription 
income  constitutes  42  percent  of  the  premium  income  of  all  health 
insurance  organizations ;  insurance  companies  through  group  con- 
tracts write  37  percent  and  through  individual  policies  15  percent 
of  the  total ;  and  the  independent  plans  account  for  7  percent. 
However,  the  shares  of  the  different  types  of  health  insurance 
organizations  in  the  total  are  quite  different  from  one  region  to 
another  (see  Table  18). 

The  share  of  Blue  Cross-Blue  Shield  is  largest  in  the  North- 
eastern States,  low  in  the  Southern  States,  and  lower  yet  in  the 
Pacific  region.  The  share  of  group  insurance  by  insurance  com- 
panies is  largest  in  the  Pacific,  West  South  Central,  and  East 
North  Central  areas.  The  share  of  the  individual  policy  business 
of  insurance  companies  is  least  in  the  New  England  and  the 
Middle  Atlantic  States — where  premium  income  of  this  insurance 
constitutes  only  7  to  8  percent  of  the  total — and  largest  in  the 
West  North  Central  and  Southern  States  where  the  premium 
income  is  23  to  25  percent  of  the  total.  The  share  of  the  inde- 
pendent plans  is  significant  only  in  the  Pacific,  Mountain,  and 
Middle  Atlantic  States. 

The  relative  shares  of  the  different  types  of  health  insurance 
organizations  in  total  benefit  expenditures  are  the  same  as  those 
already  described  for  premium  income  except  that  the  share  of 
the  individual  business  of  insurance  companies  is  markedly  less 


Table  18. — Percentage  distribution  of  premium  income  among  types  of  health 
insurance  organizations,  by  region,  1962  ^ 


Region 

Total 

Blue  Cross- 
Blue  Shield 

Insurance  companies 

Independent 
plans 

Total 

Group 

Individual 

United  States  

100.0 

42.0 

51.4 

36.9 

14.6 

6.6 

New  England  _      _  _ 

100.0 

57.6 

41.3 

33.2 

8.2 

1.1 

Middle  Atlantic 

100.0 

51.2 

39.9 

32.2 

7.8 

8.9 

East  North  Central  

100.0 

45.9 

51.4 

39.0 

12.4 

2.7 

West  North  Central  — _ 

100.0 

37.9 

57.3 

33.6 

23.7 

4.8 

South  Atlantic  _  

100.0 

34.2 

59.8 

36.8 

23.0 

5.9 

East  South  Central  .__ 

100.0 

37.1 

56.6 

33.7 

22.8 

6.4 

West  South  Central  ___ 

100.0 

31.2 

66.4 

41.0 

25.4 

2.4 

Mountain   

100.0 

38.7 

52.4 

34.7 

17.8 

8.8 

Pacific  -    

100.0 

26.7 

57.5 

45.3 

12.2 

15.8 

*  Percentages  differ  slightly  from  those  given  on  page  46  because  Blue  Cross-Blue  Shield 
totals  do  not  include  HSI-MIA. 
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due  to  the  lower  ratio  of  benefit  expenditures  to  premium  income 
under  this  form  of  insurance  (see  Table  19). 

Among  insurance  companies,  group  premiums  constitute  72 
percent  and  individual  policy  premiums  28  percent  of  the  total 
business.  In  terms  of  benefits  paid  the  group  share  is  81  percent, 
the  individual  policy  share  19  percent.  The  relative  importance 
of  group  and  individual  insurance  varies  considerably  from  one 
region  to  another.  In  New  England,  the  Middle  Atlantic,  the 
East  North  Central,  and  the  Pacific  States,  the  group  insurance 
share  of  the  total  is  relatively  high — over  75  percent  of  the 
premium  volume — and  the  share  of  individual  policy  business 
relatively  low — less  than  25  percent.  The  proportion  of  individ- 
ual policy  business  to  the  total  business  of  insurance  companies 
is  greatest  in  the  West  North  Central,  South  Atlantic,  and  East 
and  West  South  Central  regions;  here  premiums  of  individual 
policy  business  are  38  percent  or  higher  of  the  total. 

The  main  significance  of  these  regional  variations  in  the  shares 
of  the  different  types  of  health  insurance  organizations  and  poli- 
cies in  the  total  is  that  the  regions  which  have  the  lowest  incomes 
and  spend  least  for  health  insurance  buy  in  greatest  degree  the 
least  advantageous  types  of  health  insurance. 


Table  19. — Percentage  distribution  of  benefit  expense  among  types  of  health 

insurance  organizations,  by  region,  1962 


Region 

Total 

Blue  Cross- 
Blue  Shield 

Insurance  companies 

Independent 
plans 

Total 

Group 

Individual 

United  States  

100.0 

45.2 

47.8 

38.7 

9.1 

6.9 

New  England 

100.0 

61.4 

37.5 

32.9 

4.6 

1.1 

Middle  Atlantic 

100.0 

.54.2 

36.7 

32.1 

4.6 

9.2 

East  North  Central  

100.0 

49.7 

47.5 

39.7 

7.8 

2.8 

West  North  Central  ___ 

100.0 

52.0 

75.1 

55.6 

19.5 

8.9 

South  Atlantic 

100.0 

38.2 

55.2 

40.9 

14.4 

6.6 

East  South  Central  ___ 

100.0 

40.8 

52.1 

37.0 

15.1 

7.0 

West  South  Central  __ _ 

100.0 

34.3 

63.1 

46.3 

16.8 

2.6 

Mountain 

100.0 

42.1 

48.7 

37.1 

11.6 

9.3 

Pacific 

100.0 

27.3 

56.3 

49.0 

7.2 

16.5 

Does  not  include  HSI-MIA. 
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APPENDIX 

Financial  experience  of  Blue  Cross-Blue  Shield  plans  and  accident 
and  health  insurance  of  insurance  companies,  various  years  to  1963 
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Tablp:  A3.-— Group  premiuins  of  insurance  companies  for  hospita'.  surgical- 
medical  expense  coverages,  1945-iyb3 

(Amounts  in  millions) 


Year 

Number  of 
companies 
included 

Hospital 

Surgical 

Medical 



Major 
medical 
expense. 

n     n  1  i^Yn  f»n  f  o  1 

r>      IJ  IMK:  illC  i  I  Lc".! 

i  1 

medical 
expense. 

A  11 

iius  p  1  Lai- 
surRicai 
medical 
CO V  e 1 aKes 

1945— 

147 

55 

S  33 

$  1 

.$  89 

1946__ 

-- 

182 

84 

40 

2 





106 

1947— 

__ 

182 

92 

53 

5 

— 

— 

150 

1948-- 

__ 

215 

123 

72 

6 

201 

1949— 

227 

147 

88 

t) 
• 

244 

1950— 

295 

201 

123 

14 

338 

1951  — 

310 

280 

168 

25 





473 

1952— 

361 

346 

201 

.  34 

"  $  4 

-- 

585 

1953— 

— 

393 

443 

252 

45 

•'  9 

749 

1954— 

427 

513 

288 

55 

17 

( 

\  f 

873 

1955-_ 

469 

602 

806 

73 

31 

S  8 

1,020 

1956— 

563 

702 

344 

99 

53 

43 

1,241 

19o7__ 

600 

819 

386 

106 

80 

90 

1,481 

]958__ 

650 

848 

392 

109 

97 

170 

1,616 

1959— 

650 

943 

41K 

120 

122 

232 

1,835 

I960— 

680 

1,069 

448 

128 

157 

316 

2,118 

1961_„ 

680 

1.143 

471 

138 

214 

434 

2,400 

1962__ 

-- 

700 

1.268 

513 

151 

264 

479 

2.675 

1963— 

750 

1,413 

541 

164 

332 

522 

2.972 

"  Sum  of  supplementary  and  comprehensive.  No  breakdown  collected  prior  to  1954. 
b  Less  than  $500,000. 

Source:  Annual  surveys  of  group  insurance  coverages  in  the  United  States  by  Health  Insur- 
ance Association  of  America  and  the  Institute  of  Life  Insurance. 


Table  A4. — Group  A  &  H  premiums,  by  type  of  coverage,  1945-1963 


(Amounts  in  millions) 


Wage 

All 

replacement 

hospital- 

( including 

Number  of 

sux-gical- 

credit 

Accidental 

companies 

medical 

health 

death  and 

All  A  &  H 

Year 

included 

coverages  ■' 

insurance) 

dismemberment 

coverages 

1945 

147 

$  89 

$116 

$  9 

$  214 

1946 

182 

106 

113 

10 

229 

1947- 

182 

150 

146 

11 

307 

1948 

215 

201 

171 

13 

385 

1949  _ 

227 

244 

202 

15 

461 

1950 

295 

338 

272 

18 

628 

1951 

310 

473 

357 

23 

853 

1952 

361 

585 

410 

27 

1,022 

1953 

393 

749 

461 

30 

1,240 

1954  _  — 

427 

873 

474 

34 

1,381 

1955- 

469 

1,020 

510 

43 

1,573 

1956  -_ 

563 

1,241 

561 

50 

1,852 

1957 

600 

1,481 

622 

57 

2,160 

1958  

650 

1,616 

633 

61 

2,310 

1959-  - 

650 

1,835 

659 

66 

2,560 

1960  - 

680 

2,118 

707 

70 

-  2,895 

1961 

680 

2,400 

712 

75 

3,187 

1962        -  _ 

700 

2,675 

757 

80 

3,512 

1963    -  _  - 

750 

2,972 

779 

92 

3,843 

"  From  Table  A3. 

Source:  Annual  surveys  of  group  insurance  coverages  in  the  United  States  by  the  Health 
Insurance  Association  of  America  and  the  Institute  of  Life  Insurance. 
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Table  A6. — Financial  experience  of  group  A  &  H,  1948-1963 

(Amounts  in  millions) 


Year 


Premiums 
earned 


Losses 
incurred  ^ 


Expenses 
incurred 


Under- 
writing 
profit 


Ratio  to  premiums  earned 


Losses 
incurred 


Expenses 
incurred 


Under- 
writing 
profit 


1948. 
1949. 
1950. 

1951. 
1952. 
1953. 
1954. 
1955. 

1956. 
1957- 
1958. 
1959. 
1960^ 

1961- 
1962- 
1963- 


?  391 
476 
633 

845 
1.003 
1.235 
1.377 
1.581 

1,881 

2,179 
2.334 
2,598 
2,922 

3,191 
3,548 
3.910 


?  284 
353 
484 

732 
866 
1,058 
1,132 
1.335 

1.620 
1,924 
2,045 
2.282 
2,552 

2.794 
3.110 
3.449 


$  64 
76 
99 

123 
137 
162 
202 
221 

252 

315 
349 
384 

427 
462 
512 


S43 
46 
50 

—  10 
—0.3 

16 
43 
25 

9 

(n 

—26 
—33 

—  14 

—29 
—25 
—50 


72.6 
74.2 

76.5 

86.6 
86.4 
85.6 
82.2 
84.4 

86.1 
88.3 
87.6 
87.8 
87.4 

87.5 
87.7 
88.2 


16.5 
16.1 
15.7 

14.6 
13.6 
13.1 
14.7 
14.0 

13.4 

(n 

13.5 
13.4 
13.1 

13.4 
13.0 
13.1 


10.9 
9.8 
7.8 

-1.2 
-0.03 
1.3 
3.1 
1.6 

0.5 

C) 
-1.1 
-1.2 
-0.5 

-0.9 
-0.7 
-1.3 


"  Less  dividends  to  policyholders. 

^  For  1948-53,  loss  adjustment  expenses  are  included  with  losses 
expenses  incurred.   See  Table  A5  for  group  and  individual  combined. 
Data  not  available. 

Source:    Spectator  Accident  Insurance  Register  (for  1948-1959) 
Index  (for  1960-63);  Spectator  Company. 


incurred;   thereafter,  with 


Spectator  Health  Insurance 


Table  A7. — Financial  experience  of  individual  A  &  H,  1948-1963 


(Amounts  in  millions) 


Year 

Premiums 
earned 

Losses 
incurred 

Expenses 
incurred  ^ 

Under- 
writing 
profit 

Ratio  to  premiums  earned 

Losses 
incurred 

Expenses 
incurred 

Under- 
writing 
profit 

1948  

$  523 

^  229 

.$242 

S52 

43.8 

46.3 

9.9 

1949-__ 

648 

301 

287 

60 

46.4 

44.3 

9.3 

1950   

669 

332 

294 

42 

49.7 

44.0 

6.3 

1951  

772 

362 

324 

37 

50.1 

44.8 

5.1 

1952___ 

826 

425 

373 

29 

51.4 

45.1 

3.5 

1953  _ 

986 

495 

444 

46 

50.2 

45.1 

4.7 

1954  

1,095 

534 

511 

50 

48.8 

46.6 

4.6 

1955__ 

1,188 

595 

544 

49 

50.1 

45.8 

4.2 

1956— 

1.256 

642 

571 

44 

51.1 

45.4 

3.5 

1957  

1.268 

632 

C636 

49.8 

<^50.2 

1958  

1,366 

680 

640 

46 

49.7 

46.8 

3.4 

1959  

1,491 

746 

703 

42 

50.0 

47.2 

2.8 

1960  

1,647 

832 

763 

52 

50.5 

46.3 

3.2 

1961-  - 

1,762 

890 

819 

54 

50.5 

46.5 

3.0 

1962         _  _ 

1.924 

995 

887 

42 

51.7 

46.1 

2.2 

1963_  _  _ 

2.095 

1,113 

958 

24  • 

53.1 

45.7 

1.1 

^  Less  dividends  to  policyholders. 

^  For  1948-53,  loss  adjustment  expenses  are  included  with  losses  incurred;  thereafter,  with 
expenses  incurred.   See  Table  A5  for  group  and  individual  combined. 

<^  Represents  expenses  incurred  plus  underwriting  profit;  breakdown  unavailable. 

Source:  Spectator  Accident  Insurance  Register  (for  1948-1959)  ;  Spectator  Health  Insurance 
Index  (for  1960-63);  Spectator  Company. 
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